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On May 1, 1992, GTE Florida Incorporated (GTEFL or the 
Company) filed its MFRs i n this rate case . In its original filing, 
GTEFL proposed rate cha nges whi ch would have produced additiona l 
gross annual revenues of $11 0 ,997,618. 

The Company filed revised direct testimony on Se ptembe r 3 , 
1992, requesting rates which would produce gross annual revenues of 
$65,994,207. 

The Company 's last rate case was Docket No . 810095- TP . On 
November 23, 1981, the Commission entered Order No. 10418 in that 
Docket, authori z ing GTEFL to increase i ts rates and charges for 
tele phone service in Florida. In that ~roceeding, the Commission 
granted an overall rate of r e turn for the Company to be in the 
range of 9.8% to 10 . 48%, with a return o n equity of 15 . 5% ± 1% . 
The Company's authorized return on equity was reduced to a midpoint 
of 12.3% effective January 1, 1990, by Order No. 22352 , issued on 
December 29, 1989. 

The Company states that it has been approximately ten years 
since its last rate increase, and it cannot continue to maintain 
sustained earnings within its authorized range due to changes 
affecting its financ ial position. GTEFL ass erts that its 
intrastate rates and charges as prese ntly fixed are ina dequate and 
insufficient to allow it to continue to realize fair and reasonable 
compensation for its services on a pro forma basis. In addition, -­
the Company alleges that its current rate structure is 
inappropriate and i s not designed to allow GTEFL to adequately 
addre ss the compet i t i ve market which it current ly faces. In 
addition, the Company states that its requested revenue increase is 
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ne cessary to cover cost increases due to 1) changes to the 
separations process which continue to place additional costs on the 
intrasta te jurisdiction , 2) the implementa tion of SFAS-106 which 
GTEFL inte nds to adopt on Janua ry 1, 1993 , 3) limited r evenue 
growth, a nd 4) higher expected returns demanded by investors. 

The Company was g r a nted interim permission to use a historical 
tes t year for the 12 months ended December 31, 1991, as adjust ed 
for rate year adjustments through December 31 , 1993. 

On rtarch 30 , 1992, GTEFL initiated Docket: No . 920284-TL, to 
request new depreciation rates to be effective January 1, 1993 . 
That Docket culminated in a stipulation which was approved in Order 
No. PSC-92-0976- S- TL, issued September 10, 1992. The depreciation 
expenses res ulting from that represcript i o n will have a continuing 
effect in subsequent years. 

By Order No. PSC-92-0670- FOF- TL, issued July 17, 1992 , we 
suspended the tariffs filed by GTEFL as part of its MFR 
requirements. 

The intervention of the Office of Public Counsel (OPC) in this 
Docket was acknowledged by order No. PSC-92- 0041- PCO-TL, issued 
Ma rch 11, 1992 . In addition, intervention was sought by a nd 
granted to AT&T Communications of the Southern Stat es , Inc . (AT&T) , 
Department of Defense (DOD) , Florida Ad Hoc Telecommunications 
Users Committee (Ad Hoc), Florida Consumer Action Network (FCAN), 
Florida Cable Television Associat ion, Inc . (FCTA), Florida Pay 
Telephone Association, Inc . (FPTA), The Florida Interexchange 
Carriers Association, Hillsborough County (Hillsborough), 
Intermedia Communications of Florida , Inc. (Intermedia) , MCI 
Telecommunications Corporation (MCI), City of Plant City (Plant 
City), Sprint Communicati o ns Compa ny Limited Partnership (Sprint). 
FIXCA and DOD did not file a Post-hearing Brief . Pursuant to Rule 
25-22.056(1) , Florida Administrative Code , they have waived their 
positions on the i ssues in the case . 

Customer h earings were held in this matter on August 17, 1992, 
in Tampa; on September 16 , 1992 , in St . Petersburg; on September 
17, ·1992 , in Sarasota ; and o n September 24, 1992, in Lakeland. An 
informal prehearing conference was h eld on September 9 , 1992 . The 
final prehearing conference was held o n September 18, 1992. The 
rate case hearing was held on October 13, 14 , 15, 16 , and 19 , 1992 , 
in Tallahassee. 

On January 12 , 1993, we issued Order No . PSC- 93-0048-FOF-TL, 
which separately addressed access c harges , intraLATA private line 
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de pooling and the flowback of excess deferred taxes in conjunction 
with our decisions herein. 

II. SUMMARY OF DECISION 

As discussed in detail below, we have found that a decrease in 
revenue requirements of $14,475,000 is appropriate for GTEFL based 
on a rate base of $1,902,319,000 and a r equired rate of recurn of 
8. 82% which produces a required net operating income (NOI) o f 
$167,785,000. We have found the appropriate t est year NOI to be 
$176,671 , 000 which produces a NOI excess of $8 , 886 , 000. We 
approved a return on equity of 12 . 2% plus or minus 100 basis points 
for a range of 11 . 2% to 13 . 2% . We have also approved an equity 
ratio of 56 . 42 % for ratemaking purposes . 

A summary of rates is included as Attachment I of this Order. 

III. STIPULATIONS 

We approve the following Stipulations : 

1. Test imony regarding quality of service will be inserted into 
t he record as though read. Parties will forego cross 
examination of witnesses on this subject (N . Pruitt, A. 
Taylor, quality of service portion of s . Inkrott). 

2 . Testimony of R. L . Hodges, regarding deprec iation issues will 
be inserted into the record as though read . Parties will 
forego cross examination of the witness regarding depreciation 
issues . 

3 . The Company agrees to increase rent revenues by $1,196,056 . 

4. The capital carrying charge shall be offset by the 
amortization of JDITC. Taxes s hal l be reduced by $16,622. 

5 . GTEFL will file, within 30 days after the date of the final 
order in this Docket , an updated schedule to r e flect the 
actual rate case expense . 

6 . The depreciation rates that were stipulated in the GTE 
Depreciation Docket are prude nt for the provision of basic 
local tel ephone services as they are curre ntly offered. 

The parties to this Docket who were not par ties in the 
Depreciation Docket do not oppose this stipulat~on. However , 
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the y do not join the stipulation in this Docket regarding the 
meaning of a stipulation approved by the Commission in the 
Depreciation Docket. 

7. The Company will fi le tariffs on December 31, 1992, with a n 
effective date of January 6, 1993. 

8. Customers shall be notified of any rate changes on their first 
bill after the effective dates of the rate change with a bill 
insert issued with this first bill. 

9. The bill stuffer s hal l contain the following i nformation: 

a) An overview of the case and a summary of the final order. 

b) A summary of services for which rates have been adjusted , 
with current rates and approved rates listed side by 
side. 

c) A statement that information on the new rates is 
available at GTEFL business offices. 

d) Explanation of the credit for discontinuance or 
modification of service and how it may be obtained. 

The bill s tuffer s hall be submitted to the Commission Staff 
for review within 5 days of the Commiss ion's vote . 

10. MFR workpapers are included in the record of this Docket. 
References to the MFRs include the s t.pporting workpapers. 

11. FAS 106 i s included in the record of this case. 

12. At the September 18, 1992, prehearing conference there was 
adequate notice for the full panel to hear argument and decide 
tha t Class B Practitioners may participate in the case in tha t 
capa city and also testify in the case . 

IV. QUALITY OF SERVICE 

We evaluated GTEFL's service during the third quarter of 1991. 
Of the 71 LEC standards measured, GTEFL failed to meet 12. The 
majority of these failures involved pay telephones. GTEFL has 
taken action to resolve these failures. The Company failed to meet 
the answer time rule for the business office six of the twelve 
months in 1991 and five of the first six months of 1992. Customers 
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complained about getting a busy signal as well as the excessive 
holding time when calling the Company ' s Customer Billing Center. 

During the evaluation performed during the thir d quarter 1991 , 
we found that GTEFL has continued, o n occasions , to downgrade out­
of- ser vice r eports t o a non-out- of- service status in violation of 
Rule 25-4 . 070(1), Florida Administrative Code . During a previous 
evaluation the Company made a commitment to take additional steps 
to prevent this from happening. The Company indicates that the 
necessary modification to the Troubl e Analys i s System (TAS) is 
scheduled for implementation during the second qua rter of 1993 . 

Upon review, we f i nd GTEFL ' s overa ll service quality to be 
adequate. However, the Company must take steps to ensure that the 
business office answer time standard is met . GTEFL is aware of the 
problem and appears to be taking corrective action. He find that 
the Company must modify its TAS to eliminate the capability of a 
repair person in the field to cha nge out of service reports to a 
non-out of service condition. 

V. TEST YEAR 

The Company utilized the historical period for the twelve 
months ending December 31, 1991, as adjusted for appropriate 
projected annualized rate changes from January 1 , 1993, t h rough 
December 31, 1993. 

Upon review, we find that the test year is appropriate. The 
projected test year better matches reve~~es with cost of service 
and the investment required to provide customer s ser vice during the 
period following the order in this case . The use of only a 
historical 1991 test year would fail to capture t he results of 
GTEFL ' s depreciation represcription in Docket No . 920284 - TL, and 
implementation of FASB 106 , accounting for post retirement 
benefits ; both are significant events occurring in 1992 and 1993 . 

VI. REPRESSION/STIMULATION AND FORECASTING 

A. 1993 BAU Repression and Stimulation 

The 1993 business-as-usual (BAU) servic e forecasts filed by 
GTEFL are bas ed on the rates and rate structures approved at the _ 
time of the rate proposal filing . Such forecasts are used to 
calculate the projecte d revenue requirement . 



ORDER NO. PSC-93-0108-FOF-TL 
DOCKETS NOS. 920188-TL & 920939-TL 
PAGE 13 

The 1993 BAU forecasts are used as the starting point for 
determining the Company ' s 1993 proposed forecasts. Since the 
Compa ny proposes different rates and rate s t r uctures for 1993 than 
those which are currently approved, the 1993 BAU and 1993 proposed 
forecasts differ . The differences in the forecasts reflect the 
impacts of the proposed rate changes . However, the proposed rates 
and their associated forecasts are coordinated so that the total of 
all resulting revenues matches the revenue requirement. 

The 1993 BAU foreca sts include demand adjustments for rate 
changes for Private Line/Special Access Services and ECS, a service 
introduced in 1992. The conversion of toll, FX and 10XXX Se rvice on 
certain routes to Extended Calling Service (ECS) during the first 
half of 199 2 allows for calls a t lower rates on these routes. The 
Company's 1993 BAU forecast for ECS reflects a demand response 
(increase in demand) associated with the price change . Likewise, 
approved price changes for Local Pri vate Line, Interexchange 
Private Line and Special Access Services are reflected in the level 
of demand for these services. 

Phase 1 implementation o f most of the r ates and restructure of 
Local Private Line Service, as approved in Order No. PSC-92-0738A­
FOF-TL, issued in Docket No . 910967-TL on August 17, 1992, took 
place on December 1, 1992 . The Company has included the impact of 
these known rate changes in its 1993 BAU forecast . 

The Company's position is that all repression and stimulation 
estimates are based on economically correct procedures as well as 
appropriate levels of long- run price elasticity estimates. 

1 . ECS Stimulation 

GTEFL projects 45% stimulation of Business ECS minutes- of-use 
and messages based on the 1992 change in price. Similarly , the 
Company projects a 45% stimulation for residential ECS messages 
based on the 1992 change in price . The current rates for Business 
ECS (per minute) and Residential ECS (per message) are 61% less 
than the current rates for intraLATA toll. Since ECS is converted 
toll , for the most part, this is an effective price decrease o f 
61% . The percentage price decrease (61%) and price elasticity 
estimate (-0.39) are key inputs into the calculation of the 
Company ' s stimulation estimate of 45%. 

The Company's estimated ECS stimulation is based on the 
Company ' s intraLATA toll price elasticity estimate used in this 
rate proceeding. The Company's estimate of intraLATA toll price 
elasticity is -0 . 39. It is the Company 1 s position that ECS was 
historically intraLATA toll traffic, and for that reason, the 
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Company used the intraLATA toll price elasticity to determine the 
effect of price changes f or all toll traffic migrating to ECS . 

Upon review, we find that there are several reasons wny the 
Company's intraLATA price elasticity estimate should not be applied 
to ECS forecast development. First, the Company ' s projected level 
of ECS stimulation appears to be understated. Second, the 
Company's ECS price elasticity is adopted from the Compa ny' s Toll 
Elasticity Model, a composite model of residential and business 
toll serv~ce . However , the record is not conclus ive as to whether 
GTEFL's residential and business ECS elasticities are indeed the 
same. Third, the to l l elasticity estimate was develnped using toll 
minutes data. While this elasticity may be useful in determining 
demand for services which are rated by minutes-of-use, residential 
ECS is rated by messages. Fourth, customers may regard toll 
service and ECS as qualitatively different services, and their 
demand response to price changes may vary accordingly . Again, we 
find that it is inappropriate to use the Company's intraLATA t o ll 
price elasticity to estimate ECS stimulation. We find that it is 
mor e appropriate to use actual stimulation levels to determine 
future stimulation levels. 

We find that it is appropriate to employ the actual 
stimulation factors calculated from July 1991 toll demand data and 
July 1992 ECS demand data on approved ECS routes to derive 
appropriate 1993 BAU rate year ECS forecasts . These factors are : 
ECS Busines s Messages - 151%; ECS Business Minutes - 98%; and ECS 
Residential Messages - 60%. These factors were t hen used as inputs 
in dete rmining the level of stimulation which would occur during 
the 1993 BAU rate year, given the CompanJ .. s assumptions regarding 
the 1992 and 1993 toll service and ECS steady-state growth rates. 

2. Private Line Services 

The forecasts for Local Private Line Service, Interexchange 
Private Line Service and Special Access Service include demand 
adjustments using a price elasticity estimate of -0 . 284. Upon 
review, we approve GTEFL's estimates of stimulation and repression 
associated with the company's private line and special access 
services. 

B. Company's 1993 BAU Forecast 

GTEFL argues that its 1993 BAU forecasts of access lines, toll _ 
messages, and minutes-of-use a re reasonable based on the Company's 
analysis of the factors that affect the demand for each of these 
services. These factors include: attributes of the service, 
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substitutable or complementary services, potential customers, and 
the economic environment . 

We reviewed each forecast , including the forecast for ECS . 
Based on our analysis of the Company ' s assumptions, data, and 
results associated with each forecast, we agree with the Company 's 
1993 BAU forecasts for access lines, toll minutes-of-use, and 
access minutes-of- use. 

The Company ' s forecast of ECS messages and minutes is based on 
the conversion of 1991 toll, 10XXX, and FX minutes-of-use and 
messages to ECS residential and business minutPs of use and 
messages. The Company's ECS forecasts were adjusted for steady 
state growth to the 1993 test year, using estimated changes in 
holding times, and the impact of the effective 61% price reduction . 
The ECS forecast reflects the impact of the price reduction through 
the use of the Company's intraLATA toll price elasticity estimate , 
which is - 0 . 39 . 

We do not find the use of the Company's intraLATA toll 
elasticity estimate for determining ECS demand to be appropriate . 
The Company' s t o ll elasticity estimate underestimates the actual 
stimulation levels which have occurred during July 1992 in GTEFL 
territory. 

We find the Compa ny ' s 1993 BAU forecasts of ECS minutes and 
messages are too low and approve forecasts based on actual traffic 
data as set forth below. 

Approved 1993 ECS Annual Forecasts 

Service Appro ved 
Forecast 

Business ECS 78,885 ,42 0 
(Messages) 

Business ECS (Minutes) 190,418,770 

Residential ECS ( Messages) 60,278,052 

Pasco Business ECS (Messages) 1,886,148 

Pasco Business ECS (Minutes ) 4,514,544 

Paoco RooidonLiol ECS (Massages ) 2 ,154 ,912 
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C. Company ' s 1993 Proposed Repression/Stimulation Forecast 

The inclusion of repression and stimulation can significantly 
influence the estimate of the quantities demanded for a part~cular 
service, which, in turn, can markedly affect the revenue effect of 
a proposed price change. With rate of return regulation, 
repression and stimulation can materially affect the magnitude of 
rate changes needed in other services to attain the revenue 
requirement. In addition to reflecting the impacts of repression 
and s timulation in determining test year revenu~~ , the Company also 
employed elasticities to estimate demand responses . 

Each service category for which GTEFL has estimated repression 
or stimulation will be addressed separately. The affected services 
are l isted below: 

1. Residential Access Line Repression 
a. Repression 
b . Class of Servi ce Migration 

2. Business Access Lines 
3. Expanded ECS and Countywide Calling 
4. IntraLATA Toll Stimulation 
5. InterLATA Switched Access Stimulation 
6. Non-Published and Non-Listed Telephone Numbers 
7. Djrectory Assistance 

1. Residence Access Lines 

GTEFL argues that its proposed increases in basic exchange 
service rates and the introduction of a r additional message rate 
option for residential customers will cause both migration to lower 
priced basic excha nge classes of service and repression of access 
lines. Access line repression and class of service migration are 
treated in the two sub-sections which follow . 

a . Repression 

The Company's 1993 proposed forecast for residential local 
exchange lines includes a r epression adjustment based on GTEFL ' s 
proposed residential local exchange rate increases shown in MFR 
Schedule E1a . The Company ' s repression adjustment to its 
residential switched access line forecast is based on a residential 
price elasticity estimate of -0.02 6 . This estimate was developed 
by Wiscons i n Bell in its filing before the Wisconsin Public Utility, 
Commission in Docket No . 67 20-TR-103. We find that the Company 
should be commended for attempting to determine the impact of 
residential access price on demand for the service . 
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GTEFL used an estimate from Wisconsin due to the lack of 
Florida-specific data . The Company argues that elasticities are 
relatively invariant across different geographies for produc ts with 
similar attributes . GTEFL notes that the general consensus within 
the industry is that the true price elasticity for residential 
access lines is probably within the range of -.01 and -. 06. In 
addition, GTEFL contends that Florida-specific penetration rates 
applied to a residential penetration s tudy conducted by National 
Economic Research Associates , Inc (NERA) r Psults in a price 
elasticity estimate very close to -0 . 026. 

We agree that residential access price elasticities from other 
geographic areas may be useful when it is not possible to develop 
a price elasticity estimate for the immediate geographic area. 
However, we find that the industry ' s range of residential price 
elasticity estimates (-. 01 to -. 06) is too wide t o accept the 
premise that residential price elasticity is i nvariart across 
different geographies. The industry- acceptable range of 
residential elasticities , as reported by the Company, is so wide 
that the choice of which such elasticity to use can have a 
substantial impact on GTEFL ' s access line forecasts and access line 
revenues. Moreover , the Company did not study the demographic or 
economic similarities and differences between the Wisconsin Bell 
service area and the GTEFL service area in determining its 
forecast. We find that such data is critical to calculating an 
acc urate residential access price elasticity . 

In the residential penetration study conducted by NERA, it was 
shown that there are a number of demographic and economic factors 
which d etermine price elasticity . We ..: ind that the Company ' s 
residential price elasticity estimate , based on Wisconsin Bell 
data, may not reflect the demographic and economic conditions of 
the GTEFL serving area . For that reason, we find that the 
Company's estimate is not appropriate for use in determining 
residential access line repression for GTEFL . 

We reviewed the NERA study to consider the Company's assertion 
that Florida- specific pe netration rates when applied to a matrix in 
the study result in a price elasticity estimate very close to 
-0.026. The Company asserts that--using a time-adjusted price for 
residentia l service, and an est ima ted current penetration rate of 
93%--Table 2 of the NERA study would indicate the residential 
access price elasticity estimate for Florida is less than - 0.0378, 
probably in the - 0.01 to -0.02 range. We agree that the table would _ 
indicate that the Company ' s estimate falls below -0.0378. However, 
this conclusion is too general. Moreover, the numerica l results of 
the NERA study are not conclusive in this case, since the study is 
based on old data from 1979 and 1980. 
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We find that the Company has not provided a residential price 
elasticity estimate based on credible data . Without a reliable 
estimate , we find we must err on the side of caution. Therefore, 
a residential access price elasticity of 0 . 0 shall be used in this 
proceeding. 

b. Class of Service Migration 

Class of service migration refers to customers shifting to a 
basic exchange class of service which has a lower monthly rate, 
exclusive of usage charges. The Company assumed that its proposed 
price increases would cause 10% of the flat rated residence lines 
to migrate to measured rate service. Further , the estimated 
migration was split equally between the two proposed measured rate 
options. These assumptions were based on results in GTE ' s 
Wisconsin territory and also supported to some degree by GTE ' s 
experience in Michigan . 

We accept that class of service migration is a sound concept . 
However, the revenue requireme nts d e termination in this proceeding 
is such that significant basic exchange rate increases will not 
occur . This fact, together with our determination that a new 
message rate option is inappropr1ate, means that the catalysts for 
class of service migration are not present in this case. 

Moreover, the specific methodology used by the Company to 
estimate class of service migration is suspect. It is questionable 
whether the Wisconsin experience which GTEFL is using as a proxy 
for class of service choice in Florida i~ an analogous situation. 
First, there was no existing message r ate option in the Wisconsin 
case , whereas there is an existing message rate option in Florida. 
Second, subscriptio n rates for message rate options are influenced 
by a) the economic crossover between flat rate and message rate 
alternatives and b) the distribution of account avera ge calling 
rates. GTEFL considered only the economic crossover between flat 
rate and message rate alternatives . This ignores the possibility 
that the average calling rates and associated customer-to- customer 
variation may differ between the two jurisdictions. 

In summary, we find that the pricing impetus for class of 
service migration has not occurred in this case . Further, even if 
the Company's rate proposals were adopted , GTEFL 's methodology for 
estimating migration among classes of service needs further 
refinement . For these reasons, we find it inappropriate to 
consider class of service migration in estimating 1993 proposed 
billing units and revenue. 



ORDER NO. PSC-93-0108-FOF-TL 
DOCKETS NOS. 920188-TL & 920939-TL 
PAGE 19 

2. Business Access Lines 

The Company's 1993 proposed forec~st for business local 
exchange lines includes a repression adjustment based on GTEFL 's 
proposed business local exchange rate i ncreases shown in MFR 
Schedule E1a. The Company ' s repression adjustment to its business 
local exchange line forecast is based on a business price 
elasticity estimate of -0.017. This estimate is from the ~ational 
Telecommunications Demand Study (NTDS), prepared by an industry 
consortium. This estimate was first presented at the NTDS 
conference in February 1992. GTEFL used the NTDS business price 
elasticity estimate in this rate proceeding because the Company was 
unable to develop a supportable estimate of its own . 

We find that the Company ' s business repression estimate is not 
appropriate for two reasons: 1) the transferability of the NTDS 
study to Florida has not been clearly established, and 2) The 
Company did not apply each of the applicable service-specific 
elasticity estimates resulting from the NTDS study to determine its 
forecasts for business access lines. Therefore, we find it 
appropriate that no repression or stimulation of business access 
lines be recognized in this proceeding. 

3. Expanded ECS/Countywide Calling 

Since the proposed routes were historically intraLATA toll , 
the Company asserts that the intraLATA toll price elasticity should 
be used to estimate the stimulation associated with Expanded 
ECS/Countywide Calling. We disagree . 

The actual stimulation obs erved on existing ECS routes for the 
most recent data month in this proceeding is greater than that 
estimated by GTEFL using the intraLATA toll price elasticity . 
Residential and business elasticities may differ, particularly 
since residential customers pay for ECS calls on a per message 
basis, and business customers pay for ECS calls on a per minute 
basis . Since the intraLATA toll model was developed for a 
composite of residential and business minutes, no price elasticity 
distinction between residence and business is possible. Local and 
toll price elasticities may differ due to differences in dialing 
patterns and customer perceptions of "local " versus "toll" calling . 

Accordingly, we find that the actunl percent stimulation 
experienced on existing ECS routes is a more reasonable basis for_ 
estimating stimulation on the proposed routes, as compared to the 
Company's approach of using the intraLATA toll pric e elasticity. 
Thus, we approve the following stimulation estimate s : residence 
messages - 60%; business messages - 151%; business minutes - 98%. 
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4 . IntraLATA Toll 

The Company based its intraLATA toll MOU stimulation estimate 
on a price elasticity estimate of -0 . 39. 

Staff witness Dismukes presented in his testimony an intraLATA 
toll price elasticity estimate of -0.51, based on an alternative 
toll model. 

Wi tnc ss Dismukes expressed two concer.1s regarding the 
Company's demand analysis. First , the Company used diffe rent 
modeling for intraLATA toll and interLATA switched a ccess demand 
analyses. Second, the Company did not use model specifications 
(the variables and the functional form of the equation) which are 
traditionally employed i n the literature. 

The Company filed rebuttal testimony by witness Trimble to 
support its interLATA and intraLATA toll elasticity estima te and to 
identify flaws in witness Dismukes ' modelling assumptions, 
specification, and results. The Company also fil e d rebuttal 
testimony by witness Taylor . Witness Taylor ' s testimony attempted 
to show that witness Dismukes' model is imprecise and lacking in 
theoretical support, and to show that witness Dismukes ' testimony 
misrepresents witness Taylor ' s prior telecommunications d emand 
work . 

We reviewed the evidence presented in the case to determine 
whether previous research regarding intraLATA elasticity estimates 
clearly supports a defined price elasticity estimate range . We 
also considered the theoretical soundnes! and results of both the 
Company's and witness Dismukes' intraLATA toll price elasticity 
models. 

We find that the literature and studies provided in support of 
the Company's and witness Dismukes' elasticity estimates do not 
clearly determine which elasticity estimate is mar~ accurate or 
reasonable . 

The Company utilize d a two-stage budget specification mode l to 
develop its intraLATA toll price elasticity estimate. The first 
stage equation determined the demand for both MTS and WATS 
intraLATA toll calls combined. The second stage equation estimated 
the proportion of MTS and WATS calls. 

Witness Dismukes used a simpler approach to modelling 
intraLATA toll demand. His model estimated the price elasticity 
directly, in a single equation . 
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We considered the theoretical soundness of both the Company ' s 
and witness Dismukes' intraLATA toll price elasticity models. 
GTEFL 's primary concern seems to be the e xist ence of the lagged 
variable in the specification by witness Dismukes, used to capture 
dynamics, i f present. The Company ' s price elasticity takes into 
account the impact of a price change on demand , but only such 
impact that is r eal ized within a year of the price change. It does 
not take into account the impact, however small, that a change in 
price vlould have on demand after one year . It is intuitively 
plausible that individuals may exhibit a del.:1yed response to a 
change in toll price, and that some individuals may require a 
period of greater than a year to adj ust to a change i n r ates . We 
find that it is appropriate to consider this phenomenon when 
modelling intraLATA toll demand . 

Another measure which may be used to compare the Company ' s and 
witness Dismukes' model specifications is the simplicity of the 
specification . We find a simple , yet complete, approach to 
modelling demand is preferred to a more complex approach and that 
the more esoteric approaches to demand modelling, used in lieu of 
a simpler and more traditional approach, unnecessarily removes many 
of the intuitive underpinnings of the modelling effort . It is our 
view that witness Dismukes' model represents the simpler approach 
in that it provides a price elasticity estimate directly, unlike 
the Company ' s model , which involves two separate equation s . 

Witness Taylor states that witness Dismukes ' model includes a 
lagged dependent variable which is not statistically significant 
and, as a r esult , the precision of his long run estimate is 
suspect . 

The Company stated that it detected the presence of 
autocorrelation in the error term of the model using the Durbin-h 
test and a Lagrange- Multiplier test . Autocorrelation refers to a 
situation where there exists a consistent pattern i n the error t erm 
of the model over time. The presence of autocorrelation violates 
one of the basic assumptions for econometric models . Witness 
Dismukes performed s e veral tests, as well, to detect serial 
autocorre l ation in his model, and found none . We do not find the 
evidence regarding autocorrelation to be compe lling, and cannot say 
for certain whether or not it truly represe nts a flaw in witness 
Dismukes ' model . 

During the hearing , the Company asked witness Dismukes if he _ 
knew what price elasticity would result from assuming a coefficient 
of zero for the lagged dependent variable in h is intraLATA toll 
model. In essence, this would have the effect of dropping the 
variable out of the model . Witness Dismukes responded that he did 
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not know what price elasticity would result from dropping the 
lagge d variable . The Company asked him whether the price 
elasticity would be -0. 39, the same as the Company ' s estimate, 
subject to check. Witness Dismukes accepted the Company's - 0 . 39 
estimate with this condition . However, witness Dismukes re-ran the 
model without the lagged variable , and submitted that the resulting 
price elasticity was -0. 55 . Thus, dropping the lagged dependent 
variable from witness Dismukes' model does not app€ar to 
appreciably change the equation's overall price elasticity 
estinate, according to witness Dismukes . 

Upon review, we find that the precision of the price 
elasticity estimate for intraLATA tol l service is dependent upon 
proper specification of the model. Both the Company and witness 
Dismukes share much common ground in terms of the variables to 
include- price, income, and seasonality. However, witness 
Dismukes' model includes, in an explicit fashion, the long-run 
impact of toll price changes on the demand for intraU.TA toll, 
thereby incorpora ting dynamics into the model, which the Company 
failed to do. We approve the use of a point price elasticity 
estimate of -0.51 in this proceeding in order to determine the 
level of GTEFL's intraLATA to~l stimulation . 

5. InterLATA Switched Access 

The Company based its interLATA switched access MOU 
stimulation estimate on a price elasticity estimate of -0.41. 

Staff witness Dismukes presented in his testimony an interLATA 
switched access price elasticity estimat ~ of - 0 .59 , based on his 
alternative toll model. 

We reviewed the evidence to determine whether previous 
research regarding interLATA switched access elasticity estimates 
clearly supports a reasonable price elasticity estimate range. We 
also considered the theoretical soundness and results of both the 
Company ' s and witness Dismukes interLATA switched access price 
elasticity es~imates. 

We find that the literature and studies provided in support of 
each party's elasticity estimate do not clearly determine which 
estimate is more accurate or reasonable . 

The Company used two econometric models and a time series~ 

model to derive the forecasts. The results of these three models 
were combined on a weighted average basis to produce a final 
1nterLATA switched access elasticity estimate . 



ORDER NO. PSC-93-0108-FOF-TL 
DOCKETS NOS. 920188-TL & 920939-TL 
PAGE 23 

Witness Dismukes used a simpler approach to modeling interLATA 
switched access demand. The model he used was a Koyck 
specification , similar to the one used in his intraLATA model . His 
model estimated the price elasticity directly, in a single 
equation . 

The Company contends that witness Dismukes' model is 
misspecified. GTEFL witness Taylor argues that specifying income 
on a per c a pita basis is in conflict with the dependent variable, 
which is specified as an aggregate quantity. Witness Taylor states 
that properly specifying the equation requires t hat the variables 
agree with each other - they must e ither all be per capita, or all 
be in l evels . This lack of agreement between variables , k nown as 
noncointegrated variables, c a n affect the estimates produced by the 
model. We agree that noncointegrated variables can effect the 
model's estimates, and reviewed the assoc iated diagnostic t ests for 
further evidence. The Company conducted a Dickey- Fuller test, which 
according to witness Ta ylor, positively determined the presence of 
cointegration problems . Witness Dismukes also ran the Dickey- Fuller 
test on his model, and the results of the tes t showed that 
cointegration problems were not present in the model. We do not 
find the results of either test compelling, and it is unclear 
whether noncointegrated variables have impacted the r esults of 
witness Dismukes ' model . 

Witness Trimble also noted that the Company teste d for the 
presence of dynamics in its model, and found dynamics to be 
statistically insignif ica nt. Dynamics is the impact of one p e riod ' s 
demand on following periods' demand. However , the Compa ny and 
witness Dismukes presented literature wit h citations which show a 
lac k of agreement among experts r egardiny whethe r the presence of 
dynamics is a testable property of an equation . Again, we do not 
believe the evidenc e is compelling, either in the direc tion of the 
Company or Mr. Dismukes . 

We find that witness Dismukes' model specification is a more 
common approach to estimating interLATA switched access demand than 
that used by the Compa ny. In addition, witness Dismukes ' model 
includes, in an explicit fashion, the long- run impact of toll price 
changes on the demand for interLATA switched access, thereby 
incorporating long-run dynamics into the model, which it appears 
that the Company failed to do. Thus, we approve the u se of a price 
elasticity point estimate of - 0 . 59 in this proce eding in order to 
determine the level of GTEFL ' s interLATA switched acce ss 
stimulation . 
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6 . Non- Publishe d and Non-Listed Numbers 

GTEFL is proposing that rates for non-published (non-pub) and 
non- listed (non-list) numbers be increased. The price elasticity 
used by the Company for these services is -0 . 035. 

We accept the Company ' s use of the Na tional Telecommunications 
Demand Study (NTDS) results for non- pub a nd non- list services. The 
NTDS elasticities are conservative and in line with what one would 
expect. The - 0.035 figure is within the r a nge computed for 
California which , like Florida, is experiencing a large growth 
rate. We fi nd GTEFL ' s estimates of repression for non-published 
and non- listed services to be appropriate . 

7. Directory Assistance 

GTEFL is proposing that rates for toll and local directory 
assistance (DA) be increased , a nd the number of free local DA 
inquiries be decreased from three per billing c yc l e to two per 
billing cycle . There is no free call allowance for toll DA . The 
Company ' s estimat ed pri ce e l asticity for both local and toll DA is 
-.29. 

GTEFL did not estimate separ a te elasticities for local DA and 
t o ll DA; rathe r , the Compa ny estimated a total DA price elasticity . 
We find that this c ombined modeling approach seriously skewed the 
results. There are few, if a ny alternatives to toll DA. Thus, 
demand for toll DA should be fairly i nelastic, i . e . , demand would 
continue to be high in spite of a large price increase . On the 
other hand , one would expect l oca l DA to ne rathe r elastic due to 
the availability of such alterna tives as telephone directories . 

We find that using the -0 . 29 figure for adjusting forecasted 
demand for local DA and toll DA is i n appropriate, p r imarily because 
of t he dilution of effects resulting f r om combining l oca l DA data 
with toll DA data. Because of the scarcity of a l t e rnatives for 
t o ll DA , the elasticity for toll DA s hould be a pproxima t e ly o. By 
setting the v~lue for toll DA at o, we derived a more realistic 
elasticity for local DA of -0 . 39 . This estimate is higher than the 
Company ' s estimate and much closer to t he range of -0.40 to - 0 . 5 
estimated in other r esearch a nd cit e d by the Compa ny as support for 
its figure. Therefore, we approve a -0. 39 elast icity estimate for 
local DA a nd a 0.0 elasticity figure for t oll DA . 
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VII. RATE BASE 

Rate base is a mathematical calculation based on o ther 
decisions made in this proceeding . The Company proposed intrastate 
rate base as filed is $1 , 901,826 ,000 . The Company, in its revised 
filing of September 6 , 1992, proposed additional adjustments to the 
amount fi led which result in a rate base of $1,915 , 5 1 7 , 000 . 

OPC proposes adjustments to the amount filed on Septe1ilber 6 , 
1992, which result in an intrastate rate base of $1,899 ,440, 000 . 

We have found certain changes to the amount fi led on September 
6, 1992 to be appropriate . These changes result i~ a n intrastate 
rate base of $1 , 902,319 ,000. 

Rate Base 

Revised I ntrastate Test Year 
Rate Base filed on September 6 , 1992 

Commission Adjustments: 

Working Capital Averaging 
1439 Accounts 
Interest Bearing Accounts 
Directory Operations 
Remove Audit Adjustment 
Materials and Supplies 
PIU Audits : 

Plant 
Reserve 
Working Capital 

Total Adjustment 
GTES Purchases : 

Pla nt 
Reserve 

Total Adjustment 
Post r etirement Benefits : 

Plant 
Reserve 
Working Capital 

Total Adjustment 
Deferred Post retir ement 
Be nefit s Expense 

Total Adjustments 

Intrasta t e Test Year Rate Base 

$1,867 ,000 
(4 S8,000) 

(5 , 978 , 000) 

($1,182, 000 ) 

($ 119,000) 
( 15 ,000) 

325 . 000 

$ 1, 9.t5 , 517 , 000 

($ 11 , 328 , 000 ) 
( 8 , 897 , 000 ) 

60,000 
13 , 090,000 
11 , 405 , 000) 

363,000) 

1 , 451,000 

171,000 
1,011, 000) 

191 , 000 

5 ,013 , 000 

($13, 198, 000) 

$1 , 902 ,319,000 
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A. Plant in service 

The appropriate amount of intrastate plant in service is a 
mathematical calculation or a fall - out issue based on other 
decisions in this case. The intrastate plant in servi ce as filed is 
$2,680,644 , 000 . Due to our decision r egarding the PIU Audits , 
Intrastate Plant in Service is increased by $1 , 866 , 710. Because of 
our decis i on regarding GTES purchases, intrastate plant in service 
is decreased by $1,182,011 . Our decision rega rding post ret1rement 
benefits ~ill decrease plant in service by $118 692 . As a result of 
these decisions, we find the appropriate amount o f intrastate plant 
in service to be $2,656,871,000 (rounded). 

B. Depreciation Reserve 

The test year depreciation reserve shall be adjusted to 
reflect the impact of the stipulation reached in Docket No . 920284 -
TL and also to reflect the approved adjustments in conne~tion with 
the PIU Audit (a n increase of $498,065) , GTE Supply Furchases (a 
decrease of $171,392), and Post Retirement Benefits (which 
increases the reserve by $15, 472) . The appropriate amount of 
intrastate accumulated deprec iation is $801 , 459,000 for the 1993 
test year. 

An adjustment was proffered by OPC concerning the Company ' s 
ha ndling of Order No. 25378, which required that reserve 
allocations be made from the accumulated bottom line reserve amount 
associated with job development investment tax credit, and bill and 
keep of interLATA toll monies to the reserve for inside wire as of 
January 1 , 1991. Upon review, we find tha~ the Company has complied 
with Order No . 25378, issued in Docket No. 900605. Therefore, no 
adjustment is necessary . 

C. Construction Work in Progress 

It is GTEFL's position that the appropriate amount of 
construction work in progress to use for rate setting purposes as 
presented in the Company ' s Revised Direct Testimony is $59,632,498 . 
Based upon our decision regarding PIU audits, an adjustment of 
$88,000 needs to be made to this figure . Thus, the appropriate 
amount of intrastate cons truction work in progress f o r the test 
year is $59,720,498. 

D. Working Capital Allowance 

The intrastate test year working capital allowance as 
reflected in GTEFL ' s revised direct testimony is $697 , 458 . The 
allowance was based upon year-end 1991 cash work ing c a pital 
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accounts plus average projected 1993 material and supplies . GTEFL 
was not able to forecast all of the smaller items within the 
balance sheet to arrive at a projected 1993 working capital 
allowance. Therefore, a year-end 1991 working capital was used as 
a surrogate for what the average 1993 working capital would have 
produced if all of the various components of the balance s heet had 
been projected to 1993 . 

OPC proposes an adjustment to reflect the working capital at 
a 13-month average amount . In addition, OPC a~serts that working 
capital should be reduced by $4,719,899 becaus e the Company has 
inappropriately assigned the account identif i ed as Advance 
Billing/Payments to intrastate jurisdiction. OPC a sserts that the 
Company cannot identify any amounts in this account which related 
to other than intrastate services . Therefore, it would be 
inappropriate to separate a portion of this account to the 
interstate jurisdiction. However, the Company contends that when 
it advance bills, it has an "obligation or a liability to provide 
that service in the month following the month that we've recorded 
the revenues . So we establish a liability for that amount". 

There is no one account that is specific interstate or 
intrastate for subscriber line charges, but there are amounts 
within the account that are interstate. The subscriber line charges 
are an interstate rather than intrastate charge. GTEFL cont e nds 
that the account for which OPC proposes an adjustment does contain 
intrastate amounts. Upon review, we find that it would be 
inappropriate to remove the intrastate allocated portion from 
working capital. 

As previously discussed , the Company asserts that year-end 
1991 working capital is representative of what a projected average 
1993 working capital allowance would be . However, we are concerned 
that the year-end working capital is not representative of average 
1991. We find that average 1991 would be more representative of 
average 1993, than year-end 1991. As Account 4080 ~ Other Taxes 
Accrued - demonstrates, the year-end liability for other taxes is 
$4,516,401, and is not representative of the average balance of 
$19 , 262,301 for the account. The typical pattern for this account 
is to continually increase until payment of the taxes in November . 
While the Company asserts that there is an offsetting entry to some 
asset account in order to allow that liability account to drop so 
dramatically and that as long as the Company picks a constant time 
period, it has a constant relationship between the assets and the __ 
liabilities . 

We agree that a constant relationship will resu lt if we look 
at a constant time period. However, we find that calculating 
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working capital using the average negates the sometimes drastic 
monthly fluctuations and results in a more representative picture 
of the company ' s financial position. Thus, we find that the 
Company's adjustment to increase cash working capital to re~lect it 
at year-end amounts shall be disallowed . The resulting reduction 
to intrastate working capital is $11,328,020 . 

Having decided that an average working capital allowanc e shall 
be used, further adjustments are necessary . Accounts 1439 . 71 and 
1439 . 78 were not adjusted in the Company's fili.1g because the year­
end balance was zero . Account 1439.71 reflects deferred charges 
associated with the Winning Connection II reorganization, while 
Account 1 439 . 78 r eflects the deferred charges associated with 
CANTV/VENWORLD. The charges in Accounts 1439.71 and 1439.78 are 
non-recurring costs and shal l therefore be removed . The year-end 
balance of accounts 1439.65, 1439.70 and 1439 .95 were removed; the 
adjustment for these accounts needs to be reflected at the average . 
Account 1439.65 reflects deferred charges associated with the 
Contel merger integration costs ; Account 1439 . 70 reflects deferred 
charges associated with Winning Connection II reorganization; and 
Account 1439.95 reflects the general ledger adjustment needed to 
balance . All amounts are non - recurring and shall be removed. The 
Company removed $675,645 from current assets for the year-end 
balance of these accounts . The average balance of these five 
accounts totals $12,001,575 . Therefore, current assets shall be 
reduced by an additional $11,325 , 930 . The reduction to intrastate 
working capital is $8,896,521. 

As a part of its revised direct filing, GTEFL made several 
adjustments. We agree with the Compa1y ' s removal of accounts 
1160, 1200 and 1210 in that thes e accounts arc interest bearing or 
reflect earnings on other investments which are gener al ly excluded 
from the working capital calculation . However, the Company r emoved 
the year-end balance. We have decided that an average working 
capital is appropriate; thus, the average balances need to be 
removed. The average balances for these accounts total $45 , 985 . 
The Company removed $122 , 200 , therefore , working capital shall be 
increased by a total of $76,215. The increase t o intrastate 
working capital is $59,865. 

One additional adjustment is necessary due to averaging . This 
adjustment is addressed in our analysis of Directory Revenues . The 
Company ' s adjustment to decrease working capital by $17 ,9 34 , 995 
s hall be adjusted to the average amount of $1,270 , 275 . This _ 
results in an increase to working capital of $16,664 , 020 . The 
increase to intrastate working capital is $13,090 , 142. 
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As a part of its revised direct filing, GTEFL made 
adjustments removing accounts 1190, 1410, 4010, and 4310 from the 
wor king capital calculation. The activity in account 1410 
represents receivables from employees associated with an advanced 
issue during a payroll system conversion and is be carried on the 
books until such time as those employees retire ; these charges are 
typical items which occur in the normal course of utility business. 
The charges in account 4310 represent liabilities associated with 
deferred compensation and are normal charges for a business with 
deferred compensation plans. The type of charq c s in accounts 1190 
include charges from transactions involving payrol l deductions for 
employee store payments , billings for accounts receivable, 
intraLATA s ettlements, and cash receipts a nd collec~ions. Account 
4010 involves charges for payroll for tax deductions, accounts 
payable activity, uninvoiced receipts accrual, intraLATA 
settlements, bill receipts and payments, and sales and use taxes . 
Upon review, we find that these are expenses which occur in the 
normal course of utility business and should not be rem~ved. The 
Company made an adjustment to increase working capital by 
$14,518,957 for removal of these accounts ; this adjustment shall be 
disallowed . The decrease to intrastate working capital i s 
$11,404,644 . 

Several additional adjustments approved in this Order impact 
the working capital calculation . We have found it appropriate to 
decrease the amount of pro jected 1993 material and supplies to be 
included in the intrastate working capital calculation by $363 , 005. 
Due to our decision regarding PIU audits, intrastate working 
capital is decreased by $5,978 . Because of our decision regarding 
Post Retirement Benefit expense , intra ;tate working capital is 
increased by $325,035. our decision regarding Deferred Post 
Retirement Be nefits will increase intrastate working capital by 
$5,012 , 865. Thus, the final intrastate working capital allowance 
shall be a negative $12,835,817. 

E . Material and Supplies 

The Company 1 s revised direct filing included $14, 115, 4 94, 
intrastate , of material and supplies in the working capital 
calculation . This amount was based upon average 1991 material and 
supplies adjusted to year-end 1991 level of material and supplies 
plus an adjustment to arrive at projected average 1993 material and 
supplies. 

The Company agrees that if an adjustment is made to the level 
of 1991 plant in service and 1991 material a nd supplies, the 
Company 1 s adjustment projecting material and supplies to 1993 
levels needs to be recalculated. The Company calculated the ratio 
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of 1991 year-e nd material and supplies to adjusted 199 1 yea r-end 
plant in service. The resulting ratio of .54 % was applied to 
projected average 1993 plant in service to arrive at projected 
averag e 1993 material and supplies . The Company compared projected 
1993 material and s uppl ies to 1991 year-end material and supplies , 
and an adjustment was made t o r eflect the difference in mat eria l 
and supplies. The Company 's adjustment increased material and 
supplies by $1,054,983. 

BasP.d upon our decision regarding materi~ l and supplies from 
GTE Supply , the appropriate balance of projected 1993 pla nt in 
service differs from the Company's projection. The ratio of . 54%. 
was a pplied to the adjust ed average 1993 plant in service balance 
to a rrive at average 1993 material a nd s uppl ies . This was compar ed 
to 1991 year- end material and s upplies to arrive at the increase to 
material and supplies for 1993 . The increase to 1993 material and 
supplies is $558,278 . This yields a reduction of $462 , 132 to the 
balance of material a nd supp lies as filed i n the revi~ed direct 
filing on September 6 , 1992 . The intrastate reduction to material 
and supplies i s $363,005 . The resulting intrastate material and 
supplies for use in the t est year work ing capital calculation is 
$13,752,489. 

F. Working Capital Adjustments for Directory Operations 

GTEFL has r emoved t he accounts r eceivable r elated to its 
change in directory r evenue accounting . Due to our decision 
regarding direct ory advertising revenues below, and our decision to 
reflect working capital on a n average basis, we find that no 
further adjustment s hall be made to wor! ing capital . 

VIII. COST OF CAPITAL 

A. Cost of Common Equity 

GTEFL asserts that 13 . 6% is the appropriate cost of common 
equity for us e in this proceeding. The Company contends that this 
midpoint equity r e turn reflects investor expectations as determined 
by properly applied Risk Premium and CAPM analysis. The Company 
did not utilize a DCF analysis. It is the Company ' s position that 
unde r current market conditions, the DCF model artificial ly under 
values equity costs by faili ng to accurately r eflect long t e rm 
growth and by not accounting for changes in the price-ea rnings _ 
ratio. 

OPC a sserts that the appropriate cost of equity has a range of 
11.00% to 11. 60% with a midpoint of 11.30%. OPC argues that 
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testimony to the contrary offered by GTEFL must be weighed against 
the Company ' s own position that cost of capital analysis is an art 
and not a science. OPC contends that GTEFL relies on the "informed 
expert judgement" of its witness and asserts that OPC's witness is 
more credible . 

FCAN mirrors OPC's position that the appropriate cost of 
common equity is 11.3%. FCAN asserts that GTEFL does not recognize 
that the economy is in a recession and argues that this fact calls 
for a downward adjustment. FCAN also echoes GTEFL ' s description of 
the process as an art, and not a science. 

We have reviewe d the models used , the asGumptions made, and 
the results tendered by the parties . We also a re aware of the 
ROE's recently approved in the Centel Rate Case Stipu lation and the 
United Rate Case. We accept the view-- -espoused by each party who 
took a position on this issue --- that this is an art and not a 
science . Based upon the foregoing, we find the appropriate cost of 
equity for ratemaking purposes to be 12 . 2%. 

Traditionally, our practice has been to set an appropriate ROE 
and to establish a 100 ba sis point range above and below this 
midpoint. This creates a zone o f 200 basis points within which the 
Company ' s earnings are c ons i 0ered reasonable. We find this to be 
appropriate in the instant case. Thus, GTEFL shall have an 
approved range of 11.2% to 13.2%. 

B. Equity Ratio 

The Company asserts that an equity ratio of 58.25% is 
reasonable when compared with the range of common equity ratios 
maintained by both of the proxy groups ~mployed in its analysis . 
It is the Company ' s view that equity L·atios in the future are 
expected to be eve n higher. For example, the seven Regional Bell 
Holding Compan i es (RBHCs) are projected to have equity ratios 
averaging 58 . 8% in 1993 and up to 61.4% for the period 1995- 1997 . 
The Company concludes that because the telephone utilities are 
facing increasing risk, such companies need to increase equity 
ratios. 

OPC asserts that an equity ratio of 54.9% of investor capital 
in 1992 is appropriate and will allow the Company to attract 
capital at a reasonable rate. OPC argues that a higher equity 
ratio, at a give n rate o f return, provides for greater cas h flow _ 
and greater abs olute do lla rs of e a rnings at a cost to the 
ratepayers . Moreover, OPC does not acce pt that GTEFL faces 
significant competitive risks. Thus, OPC concludes that the 
Company does not need a highe r equity ratio. 
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The Company has presented evide nce that there is no specific 
optimal equity ratio , but rather there is a range of 
reasonableness . We agree. 

In our consideration of the capital structure treatment of 
nonutility investments, we found it appropriate to remove 
nonregulated investments from the capital structure 100% from 
common equity. This reduces the equity ratio to 57 . 0% of investor 
capital. This adjustment was made because we found that GTEFL 
would increase its equity ratio to compensate for the additional 
r isk that unregulated activities bring to the Company. 

Additional adjustments, which decrease GTEFL ' s equity ratio to 
56.42% of investor capital, are also appropriate . A significant 
amount of the additional change is due to a specific adjustment to 
short-term debt which is discussed in detail in our consideration 
of the overall weighted cost of capital. 

We find that GTEFL' s financial integrity will not be hindered 
if the Company's equity ratio for ratemaking purposes is reflected 
at 56 . 42% of investor capital . Although a 56 . 42 % equity r atio is 
below the minimum of 58% suggested by Standard and Poor's for AA 
rated companies, we find that because Standard and Poor ' s looks at 
qualitative as well as quantitative factors, a particular benchmark 
does not have to be reached to maintain a given bond rating. For 
example, U. S. West, which maintains a AA- bond rating has an equity 
ratio of 56.0%. 

In this regard, we note that GTEFL has faired better than the 
average RBIIC in many ways. GTEFL has a lower debt to total capital 
ratio, higher pretax interest coverage , and higher net cash flow as 
a percentage of long-term debt. Morea ·er, GTEFL ' s access line 
growth is higher than the average for the RBHC ' s , which correlates 
to potentially great er increases in revenue for GTEFL than for the 
RBHC 's. We find that GTEFL is in a better position than the average 
comparable company and therefore is capable of supporting an equity 
ratio which is 1.48% below the July, 1992, RBHC average of 57.9% . 
Based on the foregoing, we find that 56 . 4 2% is the appropriate 
equity ratio for ratemaking purposes. 

C. Cost of Short Term Debt 

The Company, in its revised capital structure, records short­
t e rm debt at a 5% cost rate. OPC concurs . The Company relies on~ 
the commercial paper rate forecast in the DRI/McGraw Hill Review of 
the u.s . Economy to estimate the cost of short- term debt for the 
1993 test year . We find it appropriate to reference a more current 
edition of this periodical to establish the appropriate 1993 short-
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term debt rate. The September 1992 edition of DRI's Review of the 
U.S. Economy shows the 1993 three month commercial paper rate 
forecast to be 4 .28%. Upon review, we find that the appropriate 
cost of short term debt for the test year is 4.28%. 

D. Deferred Income Taxes 

An intrastate deferred t ax balance of $311,120,000 is 
reflected in Company witness Johnson ' s revised testimony. Based on 
our decisions regarding non-regula ted investments and capital 
structure, a reduction of $6,027,000 must be made to reflect the 
accumulated deferred income tax effect of thos~ items . Therefore, 
we fi nd that deferred taxes in the amount of $305,093,000 shall be 
included in the capital structure. 

E. Investment Tax Credits 

In its filing, the Company ' s capital structure reflects an 
intrastate deferred investment tax credit (ITC) balance of 
$12,151,000 (rounded), after reconciliation . A deferred jnvestment 
tax credit balance of $11,782,000 is reflected in Company witness 
Johnson's revised testimony. Based on our decisions regarding non­
regulated investments and capital structure , a reduction of 
$246 , 000 must be made to reflect the effect on deferred i nvestment 
tax credits related to those items. Therefore, deferred investment 
tax credits in the amount of $11,536 , 000 shall be recorded in the 
capital structure . 

F . Non-Regulated Investments 

OPC asserts that GTEFL ' s investment in GTE Communications 
Corporation (GTECC) should be removed 100% from common equity . OPC 
contends that this is consistent with Comnaission practice to r emove 
the investment in nonregulated subsidiaries totally from the common 
equity portion of the capital structure . 

GTEFL asserts that its investment in GTECC should be removed 
from the capital structure pro rata from investor sources . It is 
the Company ' s position that funds used to finance nonregulated 
investment cannot be traced to their origin . Therefore, GTEFL 
concludes that it is inappropriate to adjust common equity for all 
of the nonregulated investment while all components of investor 
capital could have been utilized. The Company argues that 
nonrogulated investment should be treated similar to the rule which _ 
governs the parent debt adjustment . Rule 25-14 . 004, Fl orida 
Administrative Code provides that the parent ' s investment in the 
subsidiary "shall be considered to have been made in the same 
ratios as exist in the parent's overall capital structure . " 
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We find that the intent of the parent debt adjustment rule and 
the treatment of nonregulated investments are unrelated. The 
intent of removing nonutility operations 100% from the common 
equity of a utility is to recognize the increased risk that 
unregulated investments bring to regulated companies. 

We agree with the Company that the investment in nonutility 
assets cannot be traced directly to equity funds, however we find 
that the presence of GTECC in GTEFL's capital structure increases 
GTEFL's cost of capital. The cost of capital is higher because GTE 
has to maintain a higher equity ratio due to the riskier 
unregulated GTECC investment. 

Company witness Hanley asserts that the equity ratio is an 
indicator of financial risk and is within a range that reflects a 
company's present and expected level of business risk. He also 
contends that GTEFL would increase its equity ratio in response to 
a rising level of business risk, and that unregulated endeavors 
tend to be more business risky than regulated entities. OPC 
witness Cicchetti testifies that an investment in an unr; gulated 
inside wire or CPE business would increase the business risk of a 
local exchange company. OPC witness DeWard and Company witness 
Johnson consider GTECC a more risky investment than GTEFL's local 
regulated telephone service . 

If the principles as presented by witness Hanley are followed, 
GTEFL will increase its equity ratio in r esponse to increasing 
business r isk . A highe r equity ratio , all else being equal , 
increases r evenue r equirements . The regulated telephone utility 
ratepayer, however , should only pay for the cost of local exchange 
service. Therefore, the nonregulated operations of GTECC shall be 
removed 100% from common equity to balance the increased equity 
ratio GTEFL must maintain due t o the ris.~ ier investment . This 
adjustment will decrease GTEFL's test year equity ratio from 58 . 25% 
to 57.00% of investor sources. 

G. Weighted Average Cost of Capital 

The Company has proposed additional adjustments to the MFR 
filing of June 18, 1992 reflecting the changes incorporated in the 
Company's answer to OPC I nterrogatory 119 as shown on revised MFR 
Schedule D-1 filed September 6, 1992. The resulting weighted 
average cost of capital is 9.60%. 

OPC proposes using the ROE of 11.30% instead of the ROE 
recommended by GTE of 13.60%, adjusting the f iled amount to adjust 
the equity ratio to 55%, removing non- regulated investment from 
equity and adopting the c hanges to capital as filed in response to 
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OPC Interrogatory 119. Each adjustment is addressed in the 
relevant section of this Order . OPC asserts that the weighted 
average cost of capital is 8.42% . 

Based o n our decisions set forth at the relevant sections of 
this Order regarding rate base , ROE , cost of s h ort term debt, 
investment tax credi ts, deferred income taxes, r emoving non­
regulated investments from equity capital , adopting the changes to 
capital as shown on revised MFR Schedule D-1 filed Sept ember 6, 
1992, and adjusting the Company ' s adjustments to the capital 
components as described below, the resulting weighted average cost 
of capital is 8 . 82% . The appropriate capital structure is as 
follows: 

COMPONENT WEIGHT COST RATE WEIGHTED COST 
OF CAPITAL 

Equity 46 . 77% 12 . 20% 5.71% 

Preferred stock 2 . 36% 7 . 09% 0.17% 

Short term debt 3 . 11% 4 . 28% 0 . 13% 

Long term debt 30 . 72% 8 . 84% 2.72% 

Investme nt tax credits . 61% 10 . 51% 0 . 06% 

customer deposits . 39% 8 . 00% 0.03 % 

Deferred income taxes 16.04% 0 . 00% 

TOTAL 100 . 00% 8.82% 

With the exception of Company Adjustment 43, Deferred Tax on 
Intercompany Transactions, all of the 'ompany ' s adjustments to 
capital based on rate base adjustments in the origina l filing and 
the rev i sed filings are made pro rata to al l capital components . 
We find this to be inappropriate . The Company has already 
forecasted all components of capital to the 1993 levels with the 
exceptio n of short term debt and this forecast should match the 
Company ' s forecast of the 1993 rate base . The forecast , as 
presented by the Company, matches the 199 1 r a t e base and is 
adjusted pro rata to 1993 levels. We fi nd that the Company is in 
error matching 1993 capital to the 1991 rate base by forcing the 
s hort term debt amount . To correct this we reverse the corrections 
to the 1991 rate base and the forecasti ng adjustments (Company 
adjustments 14, 42 , 44-46 and 84-92 , OPC 119 a djustments 64-67 and ­
the revised a djustments for the FPSC staff audit a nd s ubsidy 
payments) and apply this amount to short t e rm d ebt . The Company's 
remaining adjustments are separations changes and, as such, a r e 
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appropriately applied pro rata over all capital sources. We find 
the resulting capital structure to be more representative of 1993 
conditions. Our decisions regarding rate base shall also be 
applied to short term debt with the exception of the adjustment 
resulting from our decision regarding PIU Audits , which is a 
separation adjustment and is appropriately applied pro rata. 

IX. NET OPERATING INCOME 

A. Billing Forecast Units 

Due to the large volume of service offerings, it is 
impractical to assess the reasonableness of each and every billing 
unit forecast. We evaluated the billing unit forerasts for those 
services that repre sent at least 1/2 of one percent of the 
Company ' s total billed revenue . The forecast evaluation process 
was sequential, starting with access l ines, toll messages, and 
minutes-of- use, and progressing i nto an assessment of the internal 
consistency between these forecasts and the billing unit forecasts 
for key services. Demand for a particular service is usually 
directly relate d to an underlying demand source such as access line 
growth . In this context, we reviewed the forecast relationships 
for reasonableness. 

1. CentraNet Station Lines 

The Company ' s forecast of CentraNet station lines is 
inconsistent in that MFR Schedule E- 1a reflects 23,456 CentraNet 
station lines, while GTEFL ' s Strategic Plan shows 41,623 CentraNet 
station lines. In a late filed hearing exhibit , the Company 
recognized that certain additional billing units associated with 
Obsolete CentraNet and Contract Service lrrangements needed to be 
reflected in MFR Schedule E- 1a . We agree. With this modification, 
the relationship between CentraNet station lines and Network Access 
Registers appears to be reasonabl e, and comports with GTEFL' s 
Strategic Plan . 

2 . Extended Calling Service/Pasco County -
Countywide Calling 

Based on our decisions regarding GTEFL' s 1993 business- as­
usual forecasts of access lines , toll messages , and minutes- of- use , 
the billing units must be revised according l y . The appropriate _ 
billing unit forecasts for Extended calling Service and Pasco 
County County Wide Calling are the average monthly values 
ass ociated with those forecasts adopted in Sections VI. A- B of this 
Order. 
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Thus, the Company 1 s 1993 Business As Usual billing unit 
forecasts for CentraNet station lines, Extended Calling Service, 
and Pasco County - County Wide calling shall be revised as follows : 

CentraNet station Lines 
- Obsolete Centrex (A112) 
- Contract Svc Arrangements (A5) 

Extended Calling Service 
- Residence Messages 
- Business 

- Messages 
- Minutes 

Pasco County - County Wide Calling 
- Residence Messages 

Business 
- Messages 
- Minutes 

B. Operating Revenue 

Approved 
Forecast 

5,922 
26,571 

5,023,171 

6,57 3 ,785 
15, &68 ,231 

179,576 

157,179 
376,212 

The appropriate amount of operating revenue for the test year 
is a mathematical calculation based on our other decisions in this 
proceeding as set forth below (all amounts rounded) . 

The intrastate test year operating revenue is $824,408,000 as 
shown on MFR Schedule A-2b filed on June 18, 1992 . 

The Company , in its revised filing cf September 6, 1992, has 
proposed additional adjustments to the amount filed which that 
amount to $832,012,000. 

OPC proposes additional adjustments which wouid bring the 
amount to $879,601,000. 

Based on our decisions reflected elsewhere in this Order the 
appropriate amount of intrastate test year operating revenue shall 
be $848,447,000. 

1 . Employee Concessions 

Employee concessions provide telephone service to employees at 
a reduced rate. GTEFL argues that it has booked employee 
concessions to the intrastate jurisdiction because they are 
foregone intrastate revenues. The Company contends that any other 
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procedure will result in the revenue requirement not being 
recovered because the portion allocated to the interstate 
jurisdiction will not be recouped. GTEFL concludes that concession 
s e rvice is a traditional employee benefit similar to other types of 
employee benefits a nd the Commission should allow it for ratemaking 
purposes. 

OPC asserts that local service revenue should be increased by 
$1,790,000. OPC contends that GTEFL should not offe r telephone 
service to its employees without charge. OPC argues that in order 
to show any prudence of this measure, the Company would have to put 
on evidence that in the absence of the concess ions, employees would 
find their salaries less attractive and thus either leave their 
employment or demand higher salaries to remain. OPC concludes that 
the concessions, if continued, should not be pa id for by the 
ratepayers . 

We agree tha t employee concessions are an employee benefit 
which should be accounted for in the same manner as any o ther 
benefit. We note tha t if the employee were compensated through 
salary rather than the employee concession, additiona l expense 
would be incur red for such items as payroll tax and workers 
compensation . Thus, the cost of compensating the employees would 
be greater than with the concessions. OPC has failed to 
demonstrate that the employee concession is either excessive or 
unique to the telephone industry . It is a long-standing benefit 
which is provided to all employees. However, we believe it is 
inappropriate tha t the entire amount of employee concess i o ns be 
recovere d from i ntrastate. Further, the Company was unable to 
demonstrate that either part 32 or part 36 precluded accounting for 
the concess ions as a n expe nse and separating it be tween the 
intrastate and inte r state jurisdictions. Accordingly, revenue 
shall be increased by $1,801,000 total :::ompany , and an expense 
shall be recognized in the amount of $1,411,078 intrastate. 

2. Directory Revenues 

OPC and FCAN assert that above-the-line directory reve nues 
s hould be increased by a minimum of $2,135,208 . 

The Company asserts that it has applied Rule 25-4 . 405, Florida 
Administrative Code a nd Section 364.037 , Florida Statutes in a 
manner consistent with prior Commission a udits and orders a nd 
Florida Supreme Court opin ions . GTEFL conte nds that OPC ' s position_ 
i s contrary t o all authority on the topic and negates the incentive 
to maximize directory profits. 
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This matter was raised by OPC which proposes to include 
revenue from interstate operations due to the assignment to 
interstate of a portion of directory expense related to the 
publishing of the white pages. In rebuttal and revised direct 
testimony, GTEFL has made certain adjustments to increase its 
directory revenue. Moreover, GTEFL notes that OPC has not reduced 
its proposed adjustment for the 1/3 gross profit exclusion. After 
these adjustments are made by GTEFL, the difference between the 
Company amount and OPC is $429,107 . The Company asserts that the 
remaining difference is due to it starting with per book amounts 
and OPC starting with amounts from the directory company. We find 
this explanation to be reasonable considering that differences c a n 
be caused by accruals and miscellaneous bill t ng adjustments. In 
this context, we find that no adjustment to directory revenue i s 
required. 

3 . GTE Directories 

GTE Directories Corporation (GTEDC) publishes the directories 
for GTEFL . GTEFL retains a percentage o f the revenue it bills and 
pays the remainder to GTEDC. In addition, GTEDC r e tains all 
revenues associated wit h foreign advertising and Na tional Yellow 
Pages. The revenues paid to a nd retained by GTEDC are to cover the 
costs incurred by GTEDC in publishing the directories. 

OPC asserts that GTEDC was able to earn a 25.85% return on 
equity in 1991. OPC argues that revenues should be increased by 
$7,750 , 559 to account for the excess earning on the GTE 
directories. OPC argues that, pursuant to Florida case law, it is 
the Commission's responsibility to determine how gross profits are 
determined. Moreover, OPC argues that there i s nothing in GTEFL's 
evidence which suggests that the Commission cannot take return on 
investment into consideration when it ~omputes gross profits on 
directory advertising . 

GTEFL asserts that an adjustment due to the level of profit 
retained by GTEDC is a violation of Section 364 . 037 Florida 
Statutes and Rule 25-4 . 4 05, Florida Administrative Code. GTEFL 
notes that the return on equity of GTEDC includes earnings from its 
entire publishing business and not just directories published for 
GTEFL. However, we find that there is enough information in the 
record to calc ulate the amount of g ross profit retained by GTEDC 
related to directories publis he d for GTEFL only. 

GTEFL argues that the Commission is not allowed by statute or 
rule to make any adjustment for the prof i t s retained by GTEDC . and 
that the Commission should use only the Company ' s financial records 
in calculating the gross profit. 
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Section 364 . 037, Florida Statutes, sets out the regulatory 
treatment of the gross profits derived by telephone companies from 
directory advertising . The Statute specifies how much of the gross 
profit will go to the ratepayers and how much will go to the 
stockholders . We find that amount of gross profit which GTEFL and 
its affiliate GTEDC can retain for the benefit of stockholders is 
limited by Section 364.037 . Thus, GTEFL shall report all gross 
profits derived from directory advertising by GTEFL, its parent 
company , GTE Directories Corporation and any affiliated company 
(not merely those amounts retained by GTEFL), for the purpose of 
calculating the amount of non-regulated gross profit pursuant to 
Section 364.037, Florida Statutes . If it is subsequently 
determined by the Commission that directory r evenues are being 
understa~ed, further action shal l be taken. 

4. Accounting for Directory Revenues 

GTEFL asserts that prior to November 1991, it recorded 
directory advertising revenues on an 11 as billed11 basis. For 
example , if a directory was issued on January 1 of the year, then 
the revenue was recorded during each of t he following twe've months 
that the directory was effective . In November 1991, GTEFL changed 
its accounting so that all revenues for publishing a directory are 
recorded in the month that the directory is issued . This resulted 
i n additional revenue in 19g1 , since part of the revenue from 
directories issued in 1990 and all of the revenue from directories 
iss ued in 1991 is included in 1991 ' s earnings. GTEFL made a n 
adjustment in the MFRs to remove the additional revenue from its 
earnings. GTEFL believes that this change in accounting is more in 
line with generally accepted accounting principles (GAAP). The 
change resulted in additional r e venue which OPC and FCAN assert 
should be amortized over a three year period. 

Upon review , we are not convinced that this change in 
accounting is more consistent with GAAP . GTEFL is the only local 
exchange company in Florida which has adopted this change in 
accounting . Moreover , this method of accounting for directory 
revenue appears to yield higher revenue requirements, after the 
amortization of any one-time gain ends . Recording all the r evenue 
at the time the directory is issued results in a large accounts 
receivable on the balance sheet . The accounts receivable is reduced 
each month as the revenue is billed and rccei ved . The large r 
average amount of accounts receivable increases working capital and 
rate base , thereby, increas ing revenue r equ irements . Under the_ 
circumstances, we find that this accounting method needs t o be 
investigated generically . Thus, the revenues associated with the 
change in directory revenue accounting shall not be recognized or 
amortized over a period of time . The effects of the accounting 
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change shall be completely removed from GTEFL ' s income statement 
and balance sheet for regulatory purposes. 

5. InterLATA Subsidy Fund Payments 

During 1991, GTEFL made payments i n to the interLATA subsidy 
fund of $939,000 . This amount was recorded as a reduction o r 
offset to revenue. By Order No . PSC- 92- 0028 - FOF- TL, the we reduced 
ALLTEL Florida, Inc . 's interLATA subsidy receipts by $472 ,000 
annually, effective April 1, 1992. This led to a reduction in 
GTEFL ' s subsidy payments of $138 , 000 to $801,000 . By Order No . 
PSC-92-0368-FOF-TL, we reduced Northeast Florida TC'lephone 
Company's subsidy receipts by $111,000 annually , effective July 1, 
1992. 'lhis resulted in a further reduct ion in the payments by 
GTEFL into the subsidy pool to $690,000 . 

GTEFL contends that its book revenues need to be reduced by 
$690,000 t o reflect the estimated 1993 amount of subsidy fund 
payments. OPC asserts that GTEFL ' s revenues need to be increased 
by $249,000 to reflect the decrease in GTEFL ' s subsidy fund 
payments from the 1991 amount to the 1993 amount . 

As discussed below, payments into the subsidy pool by a 
company should appear as a reconciling item in MFR Sch . E- 7 . In 
the Company ' s MFR Sch. E-7 , billed revenue was reconciled t o within 
$1 , 559 , 788 of booked revenue . GTEFL did not include t he subsidy 
payments as a reconciling item . If it had included the subsidy 
payments, the difference between booked and billed reve nues would 
be only $869,778 ($1 , 559 ,788-$ 690,000) . \\'e find that since the 
omission of the subsidy fund payments as a reconciling item affects 
neither the billed nor booked revenue in this case, no adjustment 
is necessary to either the billed or booked revenue. 

6 . Book Revenues 

Based on its review of the original filing, OPC contends that 
the Company has not been able to reconcile the per book revenues 
with the MFR tariff price- out schedules E- 1. OPC argues that the 
t ari ff price-out amounts are the most appropriate for rate setting 
and s hould be used in establishing the revenue requirement since 
they are the units that ultimately will be used to set rates. Book 
values would need to be increased by $2,680,529 to agree with the 
tariff price- out schedules . 

The Company maintains that the adjusted book revenues uti l ize 
only financial data and are a better representation than the MFR 
tariff price-out which utilizes unadjusted units. The Company 
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as~erts that its revenue accounting system produces millions of 
entries which are impossible to duplicate with a tariff price-out. 

We agree that the adjusted book revenues utilize only 
financial data and are a better representation than the MFR tariff 
price-out which utilizes unadjusted units. The Company has been 
able to reconcile the revised per book revenues filed on September 
6, 1992 with the revised MFR tariff price-out schedules E-1 within 

$1,559,788, a portion of which is explained by InterLATA Subsidy 
Fund Payments . 

However, obsolete centrex revenue of $468, 9 09 and contract 
service revenue of $2, 560, 027 are not included i n the revised 
operating revenue nor the revised MFR Schedule E- 1a . Intras tate 
revenue shall be increased by $3,028,936 to reflect these changes . 

7. New Product Offerings 

OPC maintains that the Company, in its use of p rojected 

revenues based only on a pproved tariff filings, has not properly 

recognized all new product offerings which it is expected to 

introduce in 1992 and 1993. OPC asserts that the net intrastate 
revenue increase projected for these tariff filings, whether 
approved or not, be reflected in operating revenue. OPC contends 

that intrastate revenues should be increased by $3 , 311,529. 

The Company maintains that all new service revenues and 
expenses that have been approved by the Commission have been 

r ecognized i n the filing . New product offerings that are pending 
approval or that are under development have not been included as 
the y may not be implemented in the 1992-<3 time horizon . 

We agree that not all new product offerings which the Company 
is expected to introduce in 1992 and 1993 have been included in the 

filing . There are a number of new service offerings that the 
Company expects to roll out during 1992 and 1993 that were not 
re f lected, net of associated expenses and displaced revenue, in the 

revised operating revenue. 

We have reviewed the projected offerings , and find it 
appropriate that $1,2 51 ,8 21 ~n revenues associated with these 
offerings be recognized as projected 1993 operating revenue. In 

making this determination, we considered the following criteria : 
whether the filing had been or was expected to be made during 1992; _ 

whether the service was an enhancement to an existing service or a 
new service; and if a new service , whether it currently is offered 
by any Florida local e xchange company or other providers . Based on 



ORDER NO. PSC-93-0108-FOF-TL 
DOCKETS NOS . 920188-TL & 920939-TL 
PAGE 43 

our analysis, we find that revenues from the following services 

shall be recognized as additional test year revenue: 

Service 

Automatic Call Distribution (ACD) 
Customer Moves a nd Changes (CMAC) 
ISDN BRI-Single Line 
Multi- Megabit Digital Servi ce (MMDS) 
Switched Data-Datapath Extension 
Zero Minus Inward 
CCSS7 Access 

Total Revenue 

Additional Net Revenue 

$56,493 
(63,523) 
358,763 
409, 5-, o 
331,243 
105,275 

54 , 000 

$1,251,821 

Of the above services, two--Zero Minus Inward and Switched 

Data- Datapath Extension--have been approved by this Commission . We 

include MMDS because it is offered by other providers in Florida. 

The r emaining services which were included are enhancements to 

existing services . We did not include revenues f rom DA Call 

Completion service ,because the Company indicates it is experiencing 

implementation problems which cast doubt on when this service will 

be offered. We find that the remaining services, totaling 

$372,708 in intrastate revenue, may be too speculative to estimate 

their acceptance or implementation during the period for which the 

r a tes are being set. Thus , intrastate revenues net of expenses and 

displaced revenue Should be increased by $1,251,821. 

8. Rent Revenues 

The Company has increased rent revenu~ s by $ 1 ,196,056 pursuant 

to the approved stipulation. 

9. Gross Receipts Tax 

OPC asserts that the Company incorrectly calculated the effect 

of unbundling the gross receipt tax. It is OPC ' s view that Rule 

25-4.110(8), Florida Administrative Code, requires that each rate 
be reduced to unbundle the gross receipt tax embedded in the rates 

at the time of the last rate case and that this Rule has not been 

followed. OPC argues that the Company should have been crediting 

gross receipts taxes as a liability and not as revenue. OPC 

contends that because the tax had been booked as a revenue when the 
Company unbundled the tax, the Company reduced revenue though there _ 

was no reduction to rates . This caused an ove rstatement of the 

revenue deficienc y presented in this case. OPC concludes that 

revenues should be increased by $8,449,071 to res tore these 

revenues. 
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The Company argues that, for purposes of establishing rates, 

it will not have these revenues. For rate design purposes, the 
Company has reduced its embedded residence local rate to reflect 
the removal of the bundled gross receipts tax. 

Although there appears to be opposing opinions on this issue, 
either method will accomplish the same goal . We agree that the 
business as usual (BAU) revenues should not reflect revenues 
generated to recover the gross receipts tax. If these revenues 

were reinstated the increase in revenue requirement wot• ld be 
understated or the decrease in revenue requirement would be 
overstated. This would send the wrong signal t o the ratepayer who 
would expect a lower monthly bill when, in fact, the bill would not 

change due to the unbundling of the gross receipts tax. We find it 
inappropriate to apply Rule 25-4.110 (8), Florida Administrative 
Code, which requires that each rate be reduced to unbundle the 

gross receipt tax since one of the basic purposes of a rate case is 
to reset the Company's rates as necessary in the public interest. 
Accordingly, as discussed in our analysis of local rates, BAU 
revenues to be recovered from rates have been appropriatelt reduced 

by $8,449 , 071. Thus, we find that no adjustment is necessary . 

10. Customer Operation Revenues 

OPC asserts that the Company shows a decrease in Other 
Incidental Revenue in the MFR . However, OPC acknowledges that mos t 

of this revenue is from Line Identification Data Base (LIDB) which 

is adjusted elsewhere. OPC contends that this projected decrease 

has understated customer oper ation revenues when compared to 
Company projected amounts and that operating revenue should be 
increased by $1,534,190. 

The Company asserts that customer operation revenues are not 
understated and that the appropriate adjustments have been made 
through the revised revenues submitted on September 3, 1992. GTEFL 

contends that OPC has proposed an adjustment which double counts 
revenues from the LIDB which were separately adjusted under the new 
products and services adjustment. The Company concludes that OPC' s 

proposed $1,534,190 adjustment is improper. \ve agree with the 

Company . 

11. Universal Servic e Fund 

GTEFL estimate d in its filing that the 1993 USF would be _ 

$2,025,176. OPC argues that the Company reduced the amount of 1993 
USF in the rate case, although its Strategic Plan showed an 
increased level of USF for 1993 . Subs equent to the MFR filing, 
National Exchange Carrier Association (NECA) notified the Company 
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tha t the esti mated amount of USF for 1993 for GTEFL i s $4 , 395 , 374. 
The Company accepts this number . Upon r e view, we fi nd it is 
appropriate to increase operating revenues by $2,370,199 to 
reflect NECA ' s latest USF revenue estimate of $4,395,374 . 

12. Percent Interstate Usage 

As a result of PIU audits, the Company discovere d that 
adjustments were required to increase revenue by $2,520,692, 
intrastate rate base by $1,451,355, operating expense by $213 , 279 
and depreciation expense by $1 97 , 973 . The f ..~.. ndings of t he PIU 
audits indicat e that a h igher l evel of intrasta t e traffic exist s 
than reported. This increase i n intrastate traffic cau ses the 
intrastate separations factors t o increase. 

Upon r eview , we find that it is appropriate to increase 
r evenues , expenses , and rate base to reflect the findings of the 
PIU audits . 

C. O&M Expense 

The appropriate amount of O&M expense for the test year is a 
mathematical calculation based on other decisions in this case . 

The i ntrastate test year operation a nd maintena nce expense as 
fi l ed is $431,809,000 as shown on MFR Schedule A-2 filed June 6, 
1992 . The Company , in its revised filing of September 6 , 1992 , 
made adjustments wh ich brought this amount to $426,803,000. OPC 
proposed a dj ustments which would bring the amount to $336,136 , 000 . 
Based on other decisions i n this case the approved intrastate test 
year operating expense is $401,573 ,000 . 

1. USTA DUES 

Both GTEFL and OPC have made adj us t ments to r emove a portion 
of the USTA dues . While the tot a 1 amount of the dues and the 
components in question are not in dispute, there is disagreement as 
to which items s hould be removed, and in what pe rcentage . 

GTEFL reduced corporate operations expe nse by $9,640 ($7,493 
intrastate) for USTA dues which pertain to government r e l a tio ns. 
The Company r emoved only fifty percent of this portion of USTA 
dues. The Company asserts tha t, based on a NARUC audit of USTA, 
only 50% of these costs were attr ibuted to gove rnment relations . _ 
However, t he Company has been una ble to substantiate this number. 
Likewise, the Company has not been able to adequately substantiate 
its position regarding public r elations costs. 
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OPC asserts that the Company should remove $25,849 total 
company USTA dues, or $20, 139 intrastate to account for that 
portion of the dues pertaining to government relations and public 
r elations. OPC asserts that this is appropriate based on the 
assumption that ratepayers receive no benefit from the USTA money 
spent on promoting the telephone industry . 

Upon review, we find that the ratepayers should not bear the 
burden of promoting the telephone i ndustry. We agree with OPC 
regarding both the government and public relations portions of the 
USTA dues . Accordingly, we find it appropriate to remove expenses 
of $20,139 intrastate . Because the Company has already r emoved 
$7,493 i ntrastate, an additional reduction of $12,646 intrastate 
shall be made. This is a 1991 number , and thus shall be increased 
by the Company's inflation factor of 1. 058841 to $13,390. 

2. Severance and Early Retirement 

In Revised Direct Schedule BAJ- 3, adjustment 60 , thw Company 
removed $42, 469 intrastate, adjusted for income t axes . We find 
this adjustment to be appropriate . The record does not evince a 
need for any additional adjustment. 

3. Uncollectible Expense 

OPC proposes to reduce the Company ' s projected level of 
uncollectible expense by $3,298,660 intrastate based on the 
assertion that the Company has overstated the projected amount of 
uncollectible expense for 1993 . OPC argues that the Company relied 
on the amount of bad debt expense recorded during 1991 without 
regard to recoveries of previously wr: tten off accounts . OPC 
arrived at the appropriate l evel of uncollectible expense by 
comparing the Company ' s Strategic Plan to the Company ' s estimate of 
uncollectible expense included in the filing . 

GTEFL, in rebuttal, argues that the uncollectible amount in 
the Company ' s 1992- 1996 Strategic Plan used by OPC understates the 
Company ' s going forward level of uncollectible revenues . The 
Company asserts that OPC ' s projected uncollectible revenues do not 
have any relationship to its proposed level of 1993 revenues 
because OPC failed to calculate an uncollectible net write-off 
percentage and apply that to 1993 revenues . The company increased 
intrastate uncollectible expense by $638,299 to reflect the impact 
of the various additional revenue adjustments included the 
Company ' s revised revenue requirement. 

The Company calculated uncollectible factors based on 1991 
actua l write-offs and write-ens and applied these factors to 
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projected 1993 revenues. GTEFL disputes that it has disregarded 
previously written off accounts (write- ons) in its c a l culation. The 

Company asserts t hat the references to "write-offs" in the 

Company' s workpapers represent net write- offs, which i ncorporate 
any write-ons. After examining the Company ' s accounting workpapers 

we find that write-ens have be en included in the ca l culation of the 
net write-off percentage . 

GTEFL agrees that the average intrastate uncollectible expense 
for 1988 , 1989, a nd 1990 based on the surveillance r eports is 
$5,731,000, that the 1991 intrastate uncollec tible expense is 
$13,690,000, that the reserve balance declined Lrom $15 ,887 ,124 at 

the beginning of 1988, to $3,421, 816 at the end of 1990 and that it 
increased t o $7,713,929 by the end of 1991 . GTEFL d ccs not dispute 
that the reserve balance was understated i n 1990 a nd 1991 . However , 
GTEFL does not acknowledge a relationship between the $13 , 690 , 000 

intrastate booked in 1991 a nd the understatement of the reserve 
account in prior years. 

We disagree with this latter assessment by the Company . The 
reserve balance is derived by taking the beginning reserve balance, 
acc ruing the expense, and deducting the net write- offs to obtain an 
ending reserve balance . It follows that if the expense is 
understated , the reserve balance will decline . An examination of 
the Uncollectible Accounts schedule from the Company ' s annual 
reports for 1988 through 1991 shows that the reserve balance 
declined steadily from 1988 through 1990 , then r ose sharply in 
1991 . Further , an examination of the Company's ESRs shows expense 

of $5 ,195 , 000 for 1988 , $6,560,000 for 1989, $4 , 539 ,000 for 1990, 
and then a large increase to $13,690 , 000 for 1991. These facts 
indicate that the uncollectible expense was unde rstated prior to 

1991, and that the 1991 figure was a " cat.ch-up" figure. 

Since t he 1991 figure is a catch- up figure , part of the 1991 

expense actually pertains to the prior years . We f ind that the 
1988 figure of $5,195,000 is reasonable. We trended the expense 

from the Company ' s ESRs f or 1989 throug h 1991 so that the three 
year total r emained the same as the Company • s figures. This 

increases the expense for 1989 and 1990 , while reducing the 1991 
expen se to $10 , 237 . The Company ' s forecast of its 1993 expense 
included an increase of approximate l y five percent per year. 
Applying this percentage increase to the adjusted 1991 figure of 
$10, 237 yields an intrastate uncollectible expense of $11,336,306 

for 1993. The Company used a total of $12 , 335 , 324 in its revised _ 

direct case. Thus , we find that a reduction of $999,018 to 
intrastate uncollectible expense is appropriate . 
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4 . Data Processing 

The Company received a credit from General Electric 

Information Services (GEIS) which represents royalties received 

from the Mec hanized Assignment and Recording Keeping (MARK) system. 

Company witness Bryce provided the following history of MARK: 

Development of the MARK application started within 
GTEFL in 1972. GTEFL contracted with General 
Electric Information Services (GEIS) to ~evelop and 
administer the first module of MARK which was an 
application to support change activity in ele ctronic 
central office switches . The MARK syst~m has 
continued to evolve into the a pplication it is 
today. MARK processes f or telephone numbers, line 
equipment, outside plant, street addresses and 
service order entry have been added for enhanced 
system functionality. 

tn 1980, GTE Southwest requested permi~sion to 
utilize GTEFL 1 s MARK application . GEIS and GTEFL 
reached an agreement ~n 1981 where GEIS would 
provide royalty payments to GTEFL for use of the 
MARK application based upon computer resources 
utilized by other GTE Operating Companies (GTOCs). 
This agreement between GTEFL and GEIS continued 
until December 31 , 1987. 

During 1987, GTE Service Corporat ion (GTESC) 
approached GTEFL about transferri~1 MARK ownership 
to GTESC for the purpose of making MARK d standard 
system for all of GTE Telephone Operations. GTEFL 
agreed and a s signed its MARK rights to GTESC. GTESC 
and GEIS subsequently signed a contract effective 
January 1 , 1988, whe re GEIS would continue to 
provide MARK enhancements and maintenance. In order 
for GTEFL to fully recover its investment in MARK, 
GTESC continued to assign GEIS royalty payments to 
GTEFL until such time as GTEFL recovered its MARK 
investment or until the original GTESC/GEIS contract 
terminated at year-end 1992 . 

OPC and FCAN advocate the disallowance of $4,404,493 of the _ 
intrastate expense pertaining to the $5, 7 28 , 267 MARK credit 

reversed by the Company in its fil ing. OPC asserts that the 
Company will recognize savings in data processing costs by bringing 

MARK in-house . These savings have not been recogni zed in the 
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filing. The expenses in 1992 are expected to be less than in 1991. 
The Company does not have the 1993 budgeted dollars for the 
project . Therefore, OPC contends that the MARK Credit received by 
the Company in 1991 and reversed out in TAB 74 is reinstated to 
simulate the expected going forward savings. 

We note that the credit OPC has used in its adjustment has 
nothing to do with any future savings due to the MARK system. OPC 
has simply used the credit as a substitute for savings it expects 
to occur. The credit represented royalty payments received tor use 
of MARK and the payments are no longer being received. Moreover, 
the record indicates ongoing expenses associat- ed with MARK. We 
find that it is improper to add back the credit to simulate savings 
which will not occur until 1995 . Therefore, no adju~tment shall be 
made to data processing expense to add back the credit associated 
with MARK . 

5. Fringe Benefits 

The issue, raised by OPC, is whether the amount 01 medical 
insurance expense is r E:!asonable . OPC has recommended that an 
adjustment be made based on an increase of 7.5 percent per year , 
rather than the increase proposed by the Company . 

OPC argues that the ratepayers s hould not support excessive 
levels of fringe benefits, particularly given today ' s economic 

conditions and the significant rate increase being requested by the 
Company. OPC recalculates the amount of health insurance based on 
a 7.5% increase instead of the Company's increases of 19.0% in 1992 
and 13 . 2% in 1993. OPC advocates a decrease of $4,307 , 000 based in 
part on the fact that the growth in medicftl and life insurance was 
6.46 percent from 1990 to 1991. OPC cont~nds that it is necessary 
to place a cap on the projected increases in the cost of health 
care to provide an incentive to the Company to keep costs down. 

In their final arguments in their respective briefs, both OPC 
and the Company have ignored the fact that the actual medical and 
life insurance expenses for 1992 were less than projected in the 
Company ' s MFRs. A Company exhibit showed that, due to the lower 
1992 amount, 1993 expetase should be recalculated for a reduction of 
$3,272,646 total company or $2,564,107 intrastate. The percentage 
increase for 1992 and 1993 , based on the new figures is 9 . 07% and 
10.77% respectively. 

Similarly, payroll tax expense was not addressed by OPC or the 
Company. However a Company exhibit indicates that payroll tax 
should be $18,329,697 , a reduction of $1,265,746, total company, or 
$991 , 707 intrastate. 
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We find that OPC ' s argument that GTEFL has no incentive to 
reduce costs is not supported by the record . The Company has 
implemented a number of programs aimed at reducing medical 
insurance costs. OPC' s contention that it is not necessary to 
provide benefits to attract good employees is not compelling. 
Moreover , in spite of the Company ' s efforts to kee p costs down, 
medica l i nsurance costs have increased more than the 7 . 5% advocated 
by OPC. The amounts as recalculated by the Company show a much 
more reasonable amount of increase than was originally proj ected. 

We accept the Company's recalculation which shows that 
insurance benefit expense for 1993 is overstated. Thus, insurance 
benefit expense shall be decreased by $2,564,107 intrastate . 
Additionally, we find the payroll tax expense is overstated as 
shown in the Company's recalculation for 1993. Accordingly, the 
payroll tax expense shall be decreased by $991 , 707 intrastate . 
This yields a total decrease to f r inge benefit expense of 
$3 , 555 , 814 intrastate. 

6. Supple mental Executive Retirement Plan 

The Company asserts that the supplemental executive retirement 
plan (SERP) merely grosses up the "at risk" portion of an 
executives salary to provide retirement benefits at a level that 
reflects total compensation . GTEFL has made a decision to incent 
its work- force through a compensation structure that incorporates 
an element which places a portion of the traditional salary amount 
"at risk" . This focuses the employee • s attention on specific goals 
with financial remuneration dependent on whether the employee is 
successful. The Company intends to create a total compensation 
package equal to market standards . The Cc ~pany concludes that any 
disallowance will result in the Company not receiving the full 
amount of its norma l payroll expenses . 

OPC proposes to remove costs associated with the SERP . OPC 
agrees t hat it is an addition to the basic pension plan that 
grosses up the pension to take into account incentive payments , but 
contends that this provides additional pension benefits to some of 
the highest p a id executives above a nd beyond what is paid by the 
normal pension plan. OPC asserts that this is a nonqualified plan 
for tax purposes; therefore, the payments are not tax deductible. 
OPC does not advocate taking the compensation away, but does not 
believe it should be paid for by the r atepayers . 

OPC asserts that the adj ustment to SERP should be made 
regardless o f whether the Commission dete rmines that base salaries 
plus incentive compensation equals reasonable compens ation to an 
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employee. OPC presented testimony that in other states these 

expenses are routinely placed below t he line. 

FCAN' s position is that only plans which accrue benefits 
available to most or all employees should be considered for cost 

recovery. FCAN did not produce testimony to support this position. 

Upon review, we find that the overall issue is one of whether 
the compe nsation is reasonable . We do not accept OPC ' s position 
that an adjustment to the SERP is necessary regardless of whether 

the compensation is reasonable in this case. We find tha t the 
amount of expense in the filing associated with SERP is reasonable . 
The Company shall be allowed to r ecover the cost of the SERP. No 
adjustment is necessary. 

7. Incentive Payments 

GTEFL pays its management through a combination of base and 
incentive salary components. OPC has taken exceptio;. to the 
incentive portion and has recommended an adjustment to remove it. 

OPC would remove all amounts from the Company ' s filing that 
per tain to any sort of incentive compensation . OPC asserts that, 
given the magnitude of the Company ' s reques ted rate increase, any 
amount of incentive compensation is excessive. OPC asserts that 
one hires an employee with the expectation that he will do a good 

job and he should not be paid extra for doing what is expected of 

hin. OPC has not done any analysis as to whether the Company's 
total compensation package is appropriate . 

We find that the use of Stock Appreciation Rights (SARs), 

which is part of the Company ' s LTIP plan, may not be in the best 

interest of the regulated ratepayers because the value of the 
Company's stock i s based on non-regulated as well as regulated 
activities. However , in this case, the amount is small, due to the 
restricted nature of the program . There is no ·ne ed for an 

adjustment due to this program . 

Moreover, we do not find the total amount of executive 
compensation to be excessive . OPC's contention that the incentive 

portion is a bonus or something " extra" is unsupported by the 
record. Rather, it appears that without the incentive portion the 

executive salaries will fall short of a normal salary. We find 
that the Company shall be allowed to determine the structure of its _ 
compensation package so long as the overall compensation is 
reasonable. 
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8 . Inappropriate Expenses 

OPC proposes that \ole remove $554, 093 intrastate as 
inappropriate. The items included the Martin Luther King 
breakfast; the Governor's baseball dinner, the Florida Classic and 
the Super Bowl parade , the telethon, volunteer T- shirts, nnd the 
food drive . FCAN mirrors OPC ' s position . 

The Company asserts that it has r emoved all inappropriate 
expenses from its revised direct case . GTEFL's schedule is $10,000 
less than OPC's because an item for the Florida Classic was left 
out and an i tern for the St . Petersburg Arb,•orks was reduced . 
Neither of these items was explained. The Company noted that an 
adjustment was made to remove GTE Florida ' s al l ocated share of 
merger related costs in its revised direct case . Upon examination 
of the revised direct and rebuttal testimony, the items do not 
appear to be removed . The Company has allocated the amounts 
differently between GTEFL and GTE South . However, the r ecord does 
not indicate that the Company ' s allocation is unreasonable. 
Taking the Company's number of $222,126 and adding back the 
$10,000 , yields $232,126, or $180,437 intrastate. 

We find that Community Affairs advertising shall be removed . 
We accept OPC's amount in t otal, but find that the Company's 
allocation should be used, after adding back the $10 , 000 deleted 
from the Company ' s schedule as discussed above. Accordingly, a 
reduction of $180,437 is appropriate . Applying the Company ' s 
i nf lation factor of 1.058841 the 1993 amount is $191,054. 

9. Health Club Facilities 

OPC contends that the benefits of t ealth care facilities are 
speculative at best . From the evidence produced by GTEFL, the 
Commission cannot infer benefit because it has not been shown that 
GTE encourages use of the facilities. Moreover , GTEFL failed to 
show that the facilities--which are elaborate by any . measure-- are 
s u i t ed to the benefits which ratepayers are supposed by GTEFL to 
receive . FCAN argues that the expenses should be all owed so long 
as the benefit remains available to all or most employees a nd there 
is a link to health care costs. 

GTEFL offers the use of four health fitness centers for its 
employees as part of its overall benefits package. The centers are 
located in Tampa, Sarasota, St. Petersburg, and Clearwater. The _ 
Health Centers are available to all GTEFL employees who elect to 
become members of the Centers and pay a $5 per pay period 
membership fee . The Centers have a total membership of 1, 032 
employees. 
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We find that OPC ' s position that the facilities a re elaborate 
is unsupported by the record. The amount associated with the 
centers is $380,712 . If divided by 1032 employees, we calculate the 
cost per participating employee to be approximately $30 per month, 
which we find to be reasonable. The record s hows that the Company 
has engaged in a number of programs intended to lower health costs 
and increase productivity of its employees. The four locations of 
the Health Fitness Centers allow most of the employees the 
opportunity to participate. While the benefits of a healthy work 
force are difficult to quantify, we accept that such benefits 
exist. Further, the cost to provide this benef't to the employees 
appears to be reasonable. Therefore, the Company shall be allowed 
to recover the reasonable cost of providing health club facilities 
for its employees. 

10. Relocation Expense 

The Company has included $1, 87 5 , 7 55 of relocation e ::pense in 
its filing . OPC argues that this amount is excessive and should be 
reduced by $730,694 . FCAJ agrees with OPC . 

OPC removed 50 percent of the relocation expense as excessive . 
OPC agrees that based upon year-to-date data, the actual relocation 
expense may suppor t the Company ' s position . However, OPC does not 
accept that the items in the relocation expense are necessarily 
prudent, such as $84,228 allocated to Florida to move Chief 
Executive Of f icer Paul Nolan. OPC also contends that since Winning 
Connection II is complete, the amount of relocation expense will 
not remain a t the same level. 

The Company argues that OPC ' s adjustment is arbitrary, 
without quantified support, and does not consider historically 
auditable experience and should be rejected . 

A review of the record indicates that the Company.•s relocation 
expense jumped sharply from 1988 to 1989 and continued upward in 
1990. Part of the 1990 costs were associated with Winning 
Connection II which was completed in 1990. The expense has dropped 
since 1990, anJ appears to be continuing to do so . The Company 
acknowledges that the actual relocation expenses annualized 
business as usual expense in 1992 is $1,725,711. Thus, from 1991 
to 1992, the expense dropped $150,000. Since several major 
reorganizations have been completed , we find that the downward_ 
trend in relocation expense will continue. If the expense drops an 
additional $150,000 from 1992 to 1993, the total relocation expense 
would be $1,575,000. Applying the Company's inflation factor of 
1. 058841, the 1993 amount included in the filing is $1,986, 126 
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($1,875, 755 multiplied by 1. 058841) . Thus, relocation expense 
shall be reduced by $411,126 total company, or $319 , 577 intrastate. 

11. Cost Saving Measures 

The Company has implemented a number of cost savings programs 
and asserts that it attempted to capture any savings that were 
planned through 1993, whether or not the programs were actually in 
progress. GTEFL argues that its original filing reflected employee 
wage reductions due to planned employee reductions and other 
expense savings due to the implementation of va rious cost s aving 
programs. The Company has revised its original filing to reflect 
additional cost savings associated with its announced plan to 
reduce contract labor expense. The Company conte nds that no 
further adjustment is necessary . 

OPC argues that test period expense s hould be reduced by 
$3,844,525 to reflect these cost savings programs. OPC conte nds 
that although the Company will realize a number of savingF in 1992 
and 1993, only specific program savings are accounted for in the 
Company's filing while other programs are projected to result in 
significant savings. 

A review of the record indicates that the expenses associated 
with the various programs are net of the expected savings. Where 
the savings are reflected in labor costs, we find it appropriate to 
address the savings in the issues pertaining to labor costs. 
Otherwise , we find that the Company has properly accounted for 
cost savings measures and no further adjustments are necessa ry. 

12 . Data Processing Agreement 

As discussed above, GTEFL has a Mechanized Assignment and 
Record Keeping (MARK) system. The Company has included expenses 
for the implementation of the MARK Migration. The purpose of the 
MARK Migration is to gain in-house control of MARK. MARK is 
currently operated, maintained and enhanced for GTE by General 
Electric Information Services (GEIS). By bringing MARK in-house, 
data processing costs will be reduced and the Company will be 
operating, maintaining and e nhancing the system to meet future 
needs. We note that "in-house" actually refers to GTEDS and not 
to GTEFL. It is also important to note that our analysis here is 
distinct from our consideration of the transfer of ownership in the 
MARK system to GTESC where the ownership of the software was at _ 
issue. The MARK Migrate involves only the ope ration of the system, 
which is currently handled by GEIS . 
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OPC asserts that the GTEFL incurred over $16 million in 

expenses associated with MARK during 1991. The Company also 

received a credit from General Electric Information Systems of $5.7 

million which it removed as non-recurring. OPC argues that 

although the Company has included $4.3 mill i on for the MARK Migrate 

in 1993, the record does not indicate that any of the test period 

expenses associated with GEIS have been removed. OPC notes that the 

Company is requesting all of the test period expenses paid to 

General Electric Information Systems , an additional $4.3 million 

for the MARK migrate and the reversal of the $5.7 million in 

credits received by the Company in 1991 . 

OPC contends that there are ongoing data proc essing costs in 

the filing, that MARK is a specialized sys tem, and t l.u costs for it 

should be in data processing expense . OPC argued that after 

reevaluation it would remove the $2.2 million in savings because of 

the negotiated contract, remove the $4 . 3 million in developmental 

costs in the MARK because the new system is going into ef feet 

January 1st, 1994, add these two adjustments together, take the 

separations factor , and compare the result to those adjustments on 

his schedules 37 and 38. It is not clear from the record whether 

this would be in addition to, or instead of, the adjustment 

proposed by OPC in its direct testimony . 

OPC agreed that the Company should be allowed to recoup 

development costs of software if they are reasonable, 

representative of a proper going forward level, and are matched 

with the potential savings or additional revenues associated with 

those development costs. OPC agreed that it would be prudent for 

the Company to pursue software development if i t reduces ongoing 

operating expenses . 

FCAN asserts that the Company has not fully taken into account 

the new data process ing agreement which became effective in 1992. 

FCAN supports OPC's adjustment. 

For purposes of developing its rate year level of expenses, 

the Company reflected all projected 1993 costs and savings from 

programs that were implemented in 1991 or were planned for 

implementation in 1992 or 1993 . Due to the timing of the MARK 

implementation, the implementation costs have been reflected in the 

rate year level of expe nses but the savings have not been included. 

The Company asserts that it is entitled to t he ongoing _ 

processing costs that it will take to run the s ystem in the future . 

The costs will be incurred until a t least 1995 and are a necessary 

and prudent operating expense. The Company contends that the MARK 

Migrate expenses are proper and should be allowed because they 
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support software development and transition costs that will produce 
benefits in the future. As such, they are proper for ratemaking 
expenses. 

Upon review, we find that the Compa ny shall be allowed to 
recover the operating expenses of the MARK system because there 
will be ongoing expenses associated with the system . The record 
indicates that GTEFL has accounted for the $2.2 million price 
reduction from GElS. However, the Company has included cos ts for 
the MARK Migrate which will not be implemented until year end 1994, 
which is after the rate year. Thus, GTEFL has included the costs 
associated with the implementation of this p rogram, but has not 
included the savings it will generate. Moreover, the Company 
acknowledges that once the transition occurs, GTEI L will pay the 
costs to GTEDS instead of GEIS . Therefore, we anticipate no savings 
accruing to the ratepayer as a result of the MARK Migra te. We find 
that GTEFL's rate payers shall not pay to transfer control of MARK 
from GEIS to GTEDS, one of GTEFL ' s affiliates. Therefore , we 
disallow the MARK Migrate implementation costs in the r mount of 
$4,655,000 total company or $3,567 , 842 intrastate. 

13. Separation Factors 

a. Interstate Tra ffic 

OPC asserts that GTEFL did not take into consideration the 
increased level of interstate traffic when calculating the 
separations factors for 1992 and 1993. OPC proposed adjustments to 
the Company's original filing. Subsequent to OPC ' s testimony, 
Company witness es Johnson and Wellemeyer filed r evised direct 
testimony which we find appropriately reflects the revised 
separations factors incorporating the incr~ased level of interstate 
traffic. Because we find that the Company has appropriately 
addressed the concerns raised by OPC , no further adjustment to the 
separations factors is necessary. 

b. Billing and Collection 

OPC contends that interstate billing and collection costs 
(B&C) should b~ removed from the individua l account balances before 
the accounts are separated into interstate and intrastate. 
Although OPC asserts that the intrastate expenses are overstated by 
$7,526,000, it does not include this adjustment in the revenue 
requirement calculation. 

It is GTEFL's position that OPC's adjustment is incorrect and 
unsupported. The Company contends that it cannot remove the costs 
associated with the interstate B&C from the individual account 
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balances before the separations process because this amount cannot 
be determined until the separations process is completed and the 
interstate portion has been further allocated among the access 
elements and B&C . GTEFL contends that FCC Part 69 dictates the 
allocation procedure regarding separations of B&C costs and that 
the requirement not to remove B&C costs before separations is 
implicit in Part 69 . 

We find OPC's testimony to be unsupported . GTEFL is 
appropriately separating the B&C costs between inters tate and 
intrastate, in accordance with FCC Part 69. 

c. Access Billing System 

GTEFL currently records the development cost of Carrier Access 
Billing System (CABS) in accounts 6124 and 6724, Gene ral Purpose 
Computers Expense and Information Management, respectively. 
Expenses recorded in these accounts are separated through normal 
separations procedures prescribed by the FCC and result- in the 
intrastate separations factor of approximately 75%. 

Pursuant to FCC Part 36 . 381, the expenses associated with the 
revenue accounting functions of CABS should be allocated to 
intrastate using a 50% separations factor. OPC presented testimony 
that this separations process should be applied to not only the 
revenue accounting expenses, but also to the development cost of 
CABS. 

The separations factor of 50% which OPC advocates is not 
applicable to accounts 6124 and 6724. FCC Part 36.381 does not 
address any special allocation procedures for the CABS development 
costs. We find that the Compa ny has properly calculated its 
separations factors for costs associated with the development of 
the CABS . 

14. Miscellaneous Expenses 

The Company has included a number of items in its filing which 
OPC contends are inappropriate for ratemaking purposes. These are 
characterized us miscel laneous expenses and include : a fine for the 
destruction of records, an amount associated with the President's 
Quality Cup Award (PQA), and a reward for employees providing a 
high quality of service, community affairsjeconomic development 
items, and health fitness centers . 

The fine paid to the Commiss1on was removed on Johnson Revised 
Direct Schedule BAJ-2. The Company asserts that it expects all 
employees to be as eff i cient as possible and provide the highest 
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quality of service and that the PQA is used to visibly communicate 
and reinforce quality values and policies . GTEFL contends that the 
" Run to Bridge the Bay 11 sponsorship, the annua l investment in Tampa 
Downtown Partnership, and the shirts and towels for 11 Paint Your 

Heart Out Tampa" are allO\vable expenses for raternaking purposes . 
The Company asserts that the Tampa Downtown Partnership will help 

stimulate economic development in Tampa, creating additional 
customers and addi tiona 1 revenues. The other two i terns are 
community affairs advertising which the Company argues is allowable 
for raternaking. 

We have disallowed Community Affairs advert ising and approved 
fitness center expense supra in this Order . Since the $5,000 fine 
has been removed from the filing, it does not need to be addressed 

further. Regarding the President's Quality Cup Awards, we agree 
with the Company that it is important to reward exceptional 
performance and t o reinforce quality values and policies. However, 

we agree with OPC that the r e maining items in DeWard ' s Schedule 46 
are inappropriate for raternaking purposes . These are the> 11 Run to 

Bridge the Bay 11 sponsorship, the annual investment in Tampa 

Downtown Partnership, and the shirts and towels for " Paint Your 
Heart Out Tampa '' · Moreover, we find it inappropriate for 
ratepayers to bear the burden of economic development costs because 

it is the shareholders who receive the benefit of growth. This 
matter will be discussed further infra in our consideratio n of 
Chamber of Commerce dues. 

Thus , we disallow $40,000 total company, $31,093 intrastat e , 
to remove miscellaneous expenses which are inappropriate for 
raternaking p urposes . Applying the Company ' s inflation factor of 

1 . 058841, the 1993 amount is $32,923 . 

15 . Wage and Salary 

The Company included adjustments for the planned reduction in 
employees in its original filing . However, the reductions were not 

as great as expected . 

OPC presented testimony that the Company has not finalized its 
plans for employee reductions, if any , for 1993. OPC contends that 
GTEFL has been able to reduce its work force and its level of 
contractor labor significantly over recent history and that 
additional reductions were planned for 1992. Thus, OPC contends 

tha t it would be inappropriate to allow the Company to increase _ 
expense by over $5.9 million without tak i ng into consideration 
planned work force reductions anu extra efforts the Company may 
underta ke to reduce 1993 expenses. 
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The Company provided a late-filed exhibit which contrasted how 
much it expected to save with the employee layoffs and how much 
GTEFL did save by cutting back on contract labor. The exhibit 
showed a total reduction of $27,306,688 made by the Company to 
labor and contractor expense. This exceeds the amount of adjustment 
made in the original filing by $1,877 , 499. 

The Company argued that there are four errors in OPC ' s 
approach . First, in the original filing, the Company estimated that 
GTEFL employee levels would be reduced from 8,400 as of October 
1991 to 7,677 by the end of 1992, due to separation incentives, 
force reductions, and local operations programs. As of May 1992 , 
the Company had only reduced its employee head count to 7, 807. 
Since th~ Company has no further plans to involuntarily reduce 
employee levels, May's employee count provides the best estimate of 
the going-forward level of employees. The unrenlized savings 
calculation should be based on an unrealized employee reduction of 
130 as opposed to 153 employees used OPC. The Company revised its 
wage adjustment to reflect the higher projected employee count 
level . 

Second, the Company argued that OPC attributed the unrealized 
savings entirely to regulated operating expense. Third, OPC did 
not allow for the estimated increase in salaries for employees who 
have not left the Company . Fourth, OPC did not allow for any of 
the benefits costs associated with the employees who have not left 
the Company, which the Company removed by way of the l abor 
adjustment included in the original filing. 

In addition, the Company revised its wage adjustment in its 
revised direct t estimony and has added a contract labor expense 
adjustment to its revised revenue requirement. The Company contends 
that beyond the adjustments already made, no further adjustment is 
needed . 

The Company has provided an estimate of its future level of 
wage and sa laries expense, based on the May, 1992 actual expense . 
We find that the Company's arguments are more persuasive than OPC ' s 
and that GTEFL's revised estimate of future wage expense is 
appropriate. 

16. OPC 119 and OPC 119 Supplements 

The Company has incorporated in its revised filing 68 updates_ 
and corrections provided by the Company in response to OPC 119 and 
OPC 119 Supplements . These changes reduce operating expense by 
$2,368,000. 
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We agree in concept that these 68 upda tes a nd corrections are 
appropriate and should be included in the filing. The Company has 
incl uded these updates and corrections in its revised filing and 
OPC no longer has a position on this issue. However , we do not 
agree with the Company ' s specific adjustments to working capital 
and interest synchronization . With t h is exception we find the 
Company 's adjust ments to be appropriate . 

17 . Inflation Factor 

The Company forecasts specific expenses such as wages, 
benefits and rents to bring them to the proper leve l for rat emaking 
purposes. For the remainder of items the Company a pplies an annual 
inflation factor of 2 . 9% to test year levels to forecast rate year 
expenses . The Company contends that if this adjustment is not 
allowed the Company will not earn the r e turn authorized in this 
case because its expenses will be understated. 

OPC asserts tha t this is inappropriate . The budgeted amounts 
that are specifically identified are "stre t ched", meaning that the 
Company expects to do better . The use of these stretch~d amounts 
ignores those amounts that will be reduced to meet the stretch . 
The u se of an inflation factor also ignores possible employee 
r e ductions. OPC concludes that those e xpenses wh ich were increased 
by the inflation factor shoul d remain constant and operating 
expense as filed s hould be reduced by $5, 920 , 499. 

FCAN contends that rates should be set only o n the basis of a 
d emonstrated showing of reasonable and prudent costs, and that no 
arbitrary " factor" adjustments should be allowed . It agrees with 
OPC that expenses s hould be reduced by $5,920 , 499 . 

GTEFL has used 2 . 9% as the inflatior factor which, in light of 
the Company's 3.0% growth in access lines, we find to be 
reasonable in predicting the amount of t est yea r expense not 
specifical ly adjusted elsewhere. The use of a reasonable inflation 
factor addresses OPC ' s concern r egarding "str e t c he d" budget 
amounts . OPC ' s concerns that a blanket adjustment to these 
expenses may overlook future employee red uctions is adequately 
addressed in the Company ' s wage adjustment . 

18. Contract Labor 

As discussed s upra in our analysis of wage and salaries_ 
expense, the Company planned employee reductions which did not come 
about. Instead , a reduction to contract labor expense was made . 
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OPC asserts that it is appropriate to reduce contractor labor 

expense, net of the higher than anticipated salary expense for 

1992. OPC calculates an intrastate reduction to expense of 

$8,975,537 . 

The Company agrees that an additional adjustment needed to be 
made to incorporate the estimated additional cost savings from the 

contract labor expense reduction. However, GTEFL argues that OPC 

improperly calculated the adjustment. The Company points out that 

OPC used information based on only the hourly contractor forces, 

and mistakenly assumed that the expense was much lower than it 

actually was, due to OPC 's omission of operating expense associated 

with contractors paid on a lump-sum basis . The Company assert s 

that the proper amount of the adjustment is $4,981,949, as shown in 

Johnson Rebuttal Schedule BAJ-9. Johnson Rebuttal BAJ-8 provides 

the detail behind test year direct and allocated c ontractor costs 
charges to regulated operating expense . We have reviewed these 

schedules and find them to be reasonable. The Company added a 
contract labor expense adjustment to its revised revenue 

requirement. The Company argues that beyond the adjustments already 

made, no further adjustment is needed . 

Upon review, we do not find OPC ' s analysis to be persuasive. 

We find that the Company has adequately shown that the reduction to 

contractor labor expense is partially offset by salaries, and that 

the appropriate adjustment to contract labor expense has been made. 

19. Central Office Conversions 

OPC contends that the savings associated with central office 
conversions should not be included in the filing . OPC further 

contends that absent any provision to include these savings, 

operating expenses should be reduced by $) ,525 , 160 to reflect these 
savings . 

The Company asserts that it has properly accounted for savings 

associated with central office conversions and that OPC ' s position 

is in error because it picks up savings which will occur over a 15-

year time frame. 

Based on the Company's rebuttal testimony, the amounts which 

OPC uses to represent savings from the central office conversions 
are the savings over a fifteen year period and are not an 

appropriate adjustment for the test year. We agree that only the ~ 

going forward savings are appropriate for consideration in this 

case. Going forward savings are those savings in 1993 that are not 
present in the 1991 base year. The going forward savings can be 

calculated from Exhibit 138, Schedule SAI-l . GTEFL argues that this 
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amount is so s light that OPC ' s entire adjustment should be 
rejected. However, we agrees with OPC that if these savings will be 
present on a going fon.,ard basis, they sho~ld be recognized. 
Ac cording to GTEFL ' s testimony and exhibits, the going forward 
savings not recognized in 1993 amount to $191,000. Thus, we shall 
decrease total company operating expense by $191,000, $146,393 
intrastate, to recognize these savings. 

20 . Compensation Pa ckage 
. 

OPC argues that the increase in the Company ' s compe~sation 

p a ckage as a whole should be limited to the rate of inflation but 
has offered no testimony, exhibits, eros~ examination nor 
calculations to support an adjustment to l i mit compensation 
expenses. 

GTEFL contends that it's compensation expenses as reflected in 
its Revised Direct Testimony are the appropriate amounts for 
ratemaking purposes because they represent prudent payroll expenses 
that are necessary to retain a properly trained and qualified work 
force. The expenses are based on market surveys and no evidence 
has been introd uced to s how that the levels are improper. 

We find that there is nothing to suggest that the Company ' s 
compensation pa ckage s hould be limited to the rate of inflation. 
We agre e with the Company that it's compe nsation expenses as 
reflected in the Company ' s Revised Direct Testimony are the 
appropriate amounts for ratemaking purposes with the following 
exceptions which are addressed elsewhere in this Order: Employee 
Concessions; Additional Severance and Early Retirement Pay; Fringe 
Benefit Expe nse; Supplemental Executive Retirement Plan; Bonus and 
Other Incentive Payments; Community Affairs Advertising; Relocation 
Expense; Wage and Salary Expense; and Corcract Labor. 

21. 

OPC 
Customer 
represent 
operating 

Customer Billing Se rvices System 

contends that developmental expenses associated with the 
billing Services System (CBSS) should be removed to 
a n appropriate going forward level of expense. Test year 
expenses should be reduced by $2,551,625 . 

The Company has, as OPC contends, left d e velopmental expenses 
in test year operating expense and applied the 2 . 9% inflation 
factor to that amount to produce a test year expense of $8,900,000 . _ 
These costs were part of the data processing costs projected using 
the inflation factor, r a the r tha n spe c if i c identification. The 
199 2 c osts are running about $1 5 million, so it appears that use of 
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the inflation factor produces a conservative estimate. 
this to be appropriate. 

22. Data Processing/Directory Revenues 

We find 

The 
directory 
below the 
dispute. 

Company has data processing expense associated with 
advertising which the parties agree should be charged 
line. However, the amount of the adjustment is in 

OPC asserts that test period expense should be reduced by 
$234,238. OPC argues that under FCC Part 32, all data processing 
expenses are charged to Account 6124 or 67 .!4 . Previously, a 
portion of the data processing expense associat ed with directory 
advertising was charged as a directory advertising expense and 
thus, a portion was considered below the line expense. OPC contends 
that the Company should be required to estimate the amount of 
directory related advertising. OPC' s approximation is $750,000. 
OPC places one third of that below the line and applies a 
separations factor, for an adjustment of $234 , 238 . 

GTEFL agrees in the ory with the adjustment . However, GTEFL has 
provided its own estimate of what the amount should be. The 
Company determined that in 1987, the last year that these expenses 
were charged to the directory expense account 6271 , the account 
was charged with $48,000 of data processing expense. By utilizing 
inflation rates for the years 1988 through 1993, the Company 
recalculated this adjustment to be $20,301 on a total company basis 
($15,560 intrastate) . 

OPC acknowledge s that the $750, 000 on vlhich it based its 
adjustment was just a broad estimate . However, OPC does not agree 
with the Company's computation. 

We agree with OPC and the Company that the data processing 
expense associate d with directory revenues should be allocated 
below the line. We find that the Company has provided an estimate 
of the expense which has a more reasonable basis than OPC's broad­
brush estimate. Since the Company has included the adjustment in 
its revised direct case, no further adjustme nt is necessary. 

23 . GTE Services Corporation 

Allocations from GTE Service Corporation are based on each_ 
company ' s total operating expe nses and operating taxes to the total 
of all companies ' operating expens es and operating taxes. OPC 
argues tha t the allocations from GTE Service should be reduced by 
$200,357. 
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The Company requests that the gross receipts tax and franchise 
tax be unbundled from local service rates and reflected as a 
separate line i tern on the customers ' bill . As a r esult of the 
unbundling, OPC asserts that GTEFL will experience lower expenses 
related to the gross receipts and franchise taxes. Thus, following 
witness OPC's logic, if operating expenses are reduced, the 
dependent allocations from GTE Service should also be reduced. The 
Company disagrees with the proposed adjustment. 

We find that the gross receipts tax is an expense incurred by 
the Company and that there will not be any impact on the Company ' s 
share of GTE Service Corporation ' s allocation as a resu l t o f 
unbundling the gross receipts tax . The Compan , has indicated that 
it will continue to record the gross receipts tax as an expense 
regardless of unbundling. This being true, GTEFL ' s expenses will 
not be reduced due to the reflection of gross receipts as a 
separate line i tem . Therefore, we find that it is not appropriate 
for expenses to be reduced to reflect a lower allocation . 

24. Service Fee Credit 

OPC argues that a service fee credit made to GTEFL from GTE 
Service Corporation (GTESC ) should offset regulated expenses to the 
e xtent that it applies to any regulated expenses . Since the 
charges to GTEFL from GTESC are basically above the line, it is 
OPC ' s view that the service fee credit belongs above the line as 
well to offset the costs that are incurred by the regulated 
operation . OPC asserts that operating expenses should be reduced 
by $1,492 , 829 to reflec t this credit . 

GTEFL asserts that the account in which service fee credits 
are recorded is not included in regulated operating income and is 
unrelated to regulated operations. Th 1 Company concludes that 
because the service fee credit is unrelated to any above-the-line 
expenses, it should not be used to offset these expenses. 

OPC first based its proposed adjustment upon suspicion. 
GTEFL ' s explanation of the credit was incomplete in that it only 
addressed what should be recorded in the affected account , not what 
actually was recorded . During staff cross examination, OPC ' s 
witness test jfied that, based on recently provided documents, he 
concludes that the service fee credit did, in fact, relate to 
regulated accounts. The Company did not choose to recross OPC's 
regarding this view finding, nor did the Company avail itself of _ 
the opportunity to confirm or deny OPC ' s further eva luation through 
a rebuttal wi tness . Bas ed on the cross examination testimony of 
OPC' s witness, and absent Company rebuttal, we find that the 
service fee credit appears to be related to regulated operations 
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and total company operating expenses shall be reduced by ~ 1,916,112 
as urged by OPC . Using the revised separation factors, the 
intrastate adjustment is be $1,489,437 . 

25. Network Provisioning 

OPC asserts that the Company has not properly reflected the 
labor reductions from the network provisioning cost savings program 
and that operating expenses should be reduced by a minimum of 
$1 , 000 , 000. 

GTEFL asserts that the Company has properly reflected the 
labor reductions from this program in its rate case filing. 

We accept the Company's position. While OPC argues that the 
Company has not properly reflected the labor reduc ti ons from this 
program in its rate case filing OPC never supported its position 
with testimony or other evidence . 

26 . Regulatory Accounting for Software 

OPC asks that we place revenues subject to refund while the 
issue of the accounting treatment for software is examined in a 
generic proceeding. OPC contends that the Company has a problem 
with its right to use (RTU) costs which would warrant placing 
funds subject to refund and including GTE in the generic 
investigation identified in Order PSC-92-0708-FOF- TL, issued in 
Docket No . 910980-TL. OPC asserts that this action will hold the 
customers harmless while we decide the appropriate treatment for 
software costs. The parties did not cross examine OPC regarding 
GTE' s accounting for soft\.Jare costs. Capitalized software is 
limited to initial operating software only. This approach creates 
a mismatch of cost s of software with the revenues the software 
produces in subsequent years. 

The only t estimony provided regarding the appropriateness of 
holding funds subject to refund pending the outcome of the generic 
investigation on the regulatory accounting for software was 
provided OPC. The Company contends that OPC has not presented any 
evidence which raises any colorable issue regarding the appropriate 
accounting for software. Therefore, the Company asserts that the 
request for an investigation and the request that funds be held 
subject to refund are improper. The Company further asserts that 
if there is to be an investigation it should be done on an _ 
industry-wide basis. 

In its brief , OPC argues that Exhibit 39 shows that software 
expense in the test period of 1993 is substantially higher than the 
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expense in 1990 or 1991. OPC concludes that the 1993 amount should 
be adjusted to remove the spike of $8 million included the 1993 
projected numbers. 

Upon review, we find that OPC has presented no testimony, 

exhibits nor cross-examination which raises any colorable issue 
regarding the appropriate accounting for software. The adjustment 
made regarding Right to Use Fees is adequate protection and no 
funds shall be held subject t o refund . It is unnecessary for this 
Docket to remain open while we decide the appropriate regulatory 
treatment of initial placeme nts of software . 

27. Chamber of Commerce Dues 

GTEFL included $95,889 for Chamber of Commerce dues in its 
filing and argues that this supports economic development . GTEFL 
asserts that community growth helps keep rates low but did not 
elaborate how community growth keeps rates low. OPC does not 
believe that costs associated with economic development should be 
borne by the ratepayer . 

We are not persuade d by the Company ' s arguments that economic 

growth keeps rates low. The Company has not demonstrated this or 
quantified what savings may have accrued to the ratepayers as a 
result of the Company ' s partic ipation in the Chamber of Commerce. 
We agree that expenditures associated with economic development 
should not be borne by the ratepayers . It is our view that 

potential benefits will accrue to the shareholders, not the 
r atepayers. We shall disallow the e ntire amount of $95,889 total 

company to eliminate Chamber of Commerce dues. The intrastate 
amount is $74,537. Applying the Company's inflation factor of 
1.05884 1 the 1993 amount is $78,923. 

28. Right to Use Fees 

GTEFL asserts in Rebuttal Testimony that the appropriate 

amount of right to use (RTU) fees for rate making purposes is 
included in the Company ' s direct case. No other party has taken a 

position on this issue. 

An exami~ation of Exhibit 38 , pages 431-4 35 , reveals that the 
Company has budgeted RTU fees at a higher level than those include d 
in test year expense , as developed in Exhibit 85, Tab 74. The 
budgeted amounts produce a level of expense approximately $8 _ 
mill ion higher than historica l cos t s . This $8 million " spike" has 
been take n out of the test year by the Company's use of the 
inflation factor applied to 1991 costs. We agree with the Company 
that the appropriate adjustments to the RTU fees have been made in 
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Exhibit 8 5, Tab 74 and that the amount included in the 1993 
projected test year is appropriate . 

29. Transfer of MARK Ownership 

As discussed in our consideration of data processing expense 
supra, GTEFL transferred MARK 0\-Jnership tc GTE Service Corporat ion 
(GTESC) in order to make MARK a standard system for all of the GTE 
Telephone Operations. 

GTEFL deemed it appropriate to transfer the MARK system 
because of the high demands placed on the Company for 
administrative functions associated with MARK by other GTOCs . The 
Company c ontends that the transfer was a net benefit because i t 
will use the MARK system, along with additional enhancements , at 
less cost than it could on a stand alone basis. 

Upon review , we find that the Company was adequately 
compensated in the form of the various benefits it r eceived from 
GTESC for the transfer of the MARK system . The system is now in 
use by other GTE companies with the necessary support being 
provided by GTESC . A review of the record does not ind1cate that 
the transfer of ownership in the MARl< system to GTE Service 
Corporation was not in the best interest of GTEFL. We will take no 
action on this matter at this time . 

D. GS&L 

The Company contends that the amount of GS&L contained in the 
Company ' s revised direct case was prudently incurred and is 
appropriate for ratemaking purposes . 

OPC contends that the amount of GS&L contained in the 
Company ' s revised direct case was not pruJently incurred and is not 
appropriate for ratemaking purposes and recommends adjustments 
which total ($14, 260 ,000) . 

The GS&L amounts allocated to the Company are addressed in 
other issues infra, where we have found that adjustments which 
total ($6 , 708,000) are appropriate. 

1. Chauffeur Services 

GTEFL included in its expenses costs for providing chauffeur _ 
service. This service is used by GTE ' s executives at the Service 
Corporation and Dallas headquarters for travel to and from multiple 
business functions, and for transportation to and from airports and 
railroad stations . 
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OPC contends that chauffeur service is not a legitimate 
business expense. OPC, therefore , urges that we reduce e xpenses by 

$15,431 . FCAN agrees with OPC ' s position. 

The Company contends that chauffeur service is a legitimate 
business expense. GTEFL maintains that there are strong security 

reasons for providing chauffeur service and that this service 
maximizes executive productivity. The Company also argues that 
chauffeur service avoids substantial expenses that would be 
incurred through alternative modes of transportation, and that 
OPC's position fails to account for these alternative costs . 

Based upon the arguments espoused by each of the parties who 

took a position on this issue, we find that the costs for chauffeur 
service should not be borne by GTEFL ' s ratepayers. Accordingly , we 
have reduced allocated expenses by $19 ,806. Us ~ng the revised 
separation factors, the intrastate portion is $15,396 . 

2. Data Processing/GTE Data Services 

GTEFL purchases data processing services from an affiliated 
company, GTE Data Services (GTEDS) . The expenses for these 
services include an embedded rate of return of 24.9 percent on 
shareholder investment of $293,787,000. OPC argues that 24.9 
percent is excessive and t hat GTEDS' rate of return should be 
limited to the current FCC authorized overall rate of return, or 
11 . 25 percent. Accordingly, OPC contends that we should r e duce 

data processing expenses by $4,431,863. FCAN agrees with OPC ' s 
position on this issue . 

The Company argues that the data processing expense of GTEFL 

should not be reduced because of the return earned by GTEDS. 

According to GTEFL, the services proviied by GTEDS are not only 
necessary and legitimate, but reasonaoly priced . The Company 
asserts that the rates charged to GTEFL are based on market prices 

determined by refere nce to actual transactions between 
nonaffiliated parties. In addition, GTEFL argues that GTEDS 
charges GTEFL prices equal to or lower than those charged to all 
other GTEDS customers for similar services. 

GTEFL ~ lso argues that regular comparisons of GTEDS ' rate of 
return with that of its competitors assure the competitiveness and 
reasonability of its charges . According to GTEFL, over the past 
five years, GTEDS ' competitors have earned an average return on_ 

equity of 26.7 perce nt compared to GTEDS ' average of 24.9 percent. 
Finally, the Company argues that GTEDS ' growth in nonaffiliated 
business in the past five years has far surpassed that of the 
industry as a whole. The Company thus concludes that this proven 
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ability to compete in the marketplace conf i r ms that GTEDS ' prices 
are competitive. 

When deali ng with non-arms' l ength transactions such as these, 
this Commission generally employs a higher standard of scrutiny. 
This is consistent with Or der No . 10418, issued in GTEFL ' s last 
rate case . Although we accept that GTEDS i s e ntitled to a 
reasonable return on its investment, we do not agr ee that GTEFL ' s 
ratepayers s hould be required to pay an embedded r ate of return on 
equity of 24 . 9 percent for GTEDS ' services . 

We a l so do not accept that a company which does substantially 
all of i ts business (90 percent) with a regulatPd affiliate s hould 
be allowed to earn a return so greatly in exc e ss of t hat allowed 
the regulated aff i liate. According to the FCC's r egu lations 
regarding this same issue (47 CFR Ch . I, Part 32 .27 (d)), when a 
nonregulated affiliate provides s ubs t antially all of its services 
t o regulated affiliates, the nonregulated affiliate must charge the 
r egulated affiliates a t cost. We believe that 90 percent of GTEDS ' 
business represents s ubs tantially all of its service . 

Based upo n these considerations, we find that GTEDS ' charges 
for data processing services includes an e xcessive rate of return 
on equity. Accordingly, we have r educ ed total company data 
processing expenses by $5 ,72~ , 930 . Us ing the revised separation 
factors, the intrastate portion is $4,409 , 268. 

3. Supplies/GTE Supply 

GTEFL purc hases many of i t s materials a nd supplies from GTE 
Supply (GTES), pursuant to an agreement dated February 10, 1988 . 
The prices charged for these materials a nd supplies are determined 
by the market rather than a t cost . 

OPC argues that, since prices a r e no t based upon cost , GTES, 
as a nonregulated affiliate of GTEFL, is pote ntially able to reap 
excessive profits at the expense of GTEFL's ratepayers . OPC 
believes that purchases from GTES should be charged at cost, plus 
a reasonable rate of return on GTES ' investme nt . Accordingly, OPC 
urges tha t we remove those amounts in excess of cost o n materials 
and s upplies capitalized and included i n plant i n service for the 
1991 test year, as well as for 1992 and 1993. 

According to GTEFL, GTES ' prices a re based upon annual sales _ 
of ove r $100 ,000,000 to approximat ely 2 , 500 no naffiliated 
customers . GTEFL points out that, under the February 10, 1988 
agreement, GTES is bound to charge GTEFL at o r below the preva iling 
market prices a nd that GTEFL, therefore, receives an average 13.67 
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percent discount below like transactions between GTES and 
nonaffiliates . GTEFL also provided an independent study which 
demonstrated that GTES' prices are approximately 12 percent lower 
than the average of GTES ' two lowest- priced competing vendors, and 
approximately 21 percent lower than the average of all competing 
vendors combined . In addition, GTEFL contends that, due to the 
volume of business transact ed between GTES and nonaffiliates, GTES 
is able to charge GTEFL approximately 2.5 to 3 per cent lower than 
if there were no nonaffiliated transactions. Finally, GTEFL argues 
that , in addition to pricing advantages , GTES maintains nationwide 
warehousing capabilities and standard information systems, which 
contribute to efficient order processing and reduced administrative 
and transactions costs for GTEFL . GTEFL, therefore, contends that 
it is rc>asonable for purchases from GTES to be based upon the 
prevailing market prices . 

We agree that GTES is entitled to a return o n 1ts investment 
in inventory. We do not agree that the general body of ratepayers 
should be subjected to potential predatory pricing by nonregulated 
affiliates. At the same time , we do not wish to discourage the 
efficiencies and economies of scale engendered through 
consolidation and affiliated transactions. Accordingly, we find it 
appropriate to disallow one-half of GTES ' embedded return on 
investment over the current FCC authorized overall rate of 11 . 25 
percent . This results in an adjustment reducing i ntrastate plant 
in service by $1,182,011, t11e depreciation reserve by $171,392, 
operating expense by $73,982 , and depreciation reserve by $78,012. 

4. Network Sales Expense 

During the test year, GTEFL made payments of $9 , 731,765 to GTE 
Communication Corporation (GTECC), a wholly owned subsidiary. The 
payments are primarily for the sale of regulated network services . 
However, the payments are not based on network service revenues, 
but rather on a percentage of GTECC ' s sales expense . 

OPC compared the total amount of GTEFL ' s payments with its 
estimated increase in local service revenues for 1992 and 1993. OPC 
projected the increase in local service revenues over that period 
to be approximately $44 million . OPC argues that most of these 
increases are due to increased access lines and projected increases 
in vertical services. OPC also estimated that, as a result of the 
$9 . 7 million in sales expense, GTECC wil l generate approximately 
$3.76 million in network sales . Based upon its calculations, OPC_ 
argues that network sales commissions of $9 . 7 million are not 
justifiable. OPC, therefore, urges that we reduce this expense by 
75 percent, or $6,039,682. 
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GTEFL contends that the revenue figure used by OPC is not an 
annualized figure and that it is, therefore, understated. However , 
the Company did not prov ide an annualized revenue figure. Moreover, 
GTEFL's position that the figure is understated is not supported by 
the record . 

The Company further contends that OPC did not takt:! into 
consideration that GTECC provides a substantial service in 
retaining customers on the network. According to GTEFL, without 
the sales force, more customers would elect alternative networks 
which would erode network revenues . GTEFL failed, however , to 
quantify the substantiality of this service, such as how much 
revenue it believes it would lose without this sales force. 

GTEFL also argued that it is cost efficient to h ave the sales 
force reside at GTECC, and cited a s tudy which it contends supports 
this position. However, this study is not a part of the record . 

These transactions are not arms-length transactions, and are 
subject to a higher degree of scrutiny by this Commission . We agree 
with OPC that sa l es expense of $9.7 million to gen~rate an 
estimated $3.7 6 million in network sales does not appear to be a 
bargain for GTEFL and its ratepayers . However, it appears that 
OPC 1 s position fails to account f or the benefit of maintaining 
existing revenue l evels . Yet , while GTEFL 1 s arguments r egarding 
erosion of network revenues and economies of scale h a ve merit, they 
have not been adequately quantified in the record . Accordingly , we 
find that it is appropriate to reduce network sales expense by 25 
p e rcent, or $2,432 , 941 in total company expense . The intrastate 
amount of this reduction is $2,013,227 . Applying the Company 1 s 
inflation factor of 1 . 058841 , the 1993 amount is $2 , 131 , 688. 

5. Charges for Software Rights 

GTEFL pays right-to-use fees for software , developed and owned 
by AG Communications Systems (AGCS), designed to run its GTD-5 
switches . OPC argues that AGCS is earning an excessive rate of 

return on these affiliated transactions, and recommends that we 
reduce expenses by $2 . 5 million . GTEFL argues that AGCS is 
entitled to these fees and that such fee arrangements are common in 
the telecommunications industry. GTEFL further argues that AGCS 1 

rate of return is only 3 .2 percent . 

At the hearing, however, OPC argued that, based upon recent ~ 

discovery responses from GTEFL, it had learned that the 3.2 percent 
return was not a return on investment, but on total investment, 
which includes all current assets . In addition, the 3 . 2 percent 
return figure quoted by the Company included the nonrecurring 
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effects of a $59 . 1 million extraordinary loss, and $49.1 million 
due to restructuring . When OPC r ecalculated AGes • rate of return 
on equity, excluding the extraordinary loss and the restructuring, 
it came up with a return of 26 . 51 perce nt for 1991, and 22 . 99 
percent for 1990 . However, OPC failed to provide sufficient 
evidence in the record upon which to recalculate AGCS 1 equity 
return. 

Accordingly, although it appears that AGCS may be earning an 
excessl.ve rate of r eturn on equity, any adjustment would be 
entirely too speculative based upon the evidence of record. 

6. Integrated Computer Graphics System Expense 

The Company has included expenses for an I ntegra ted Computer 
Graphics System (ICGS) in its filing. OPC argues that these 
expenses are not a ppropriate since the project has largel y been 
completed. OPC further argues that an adj ustment should be made to 
account for all the savings associat ed with implementation of the 
system. OPC recommends that we reduce ICGS expense by $718,665 . 

GTEFL argues that, even though the ICGS system wa~ completed 
in 1991, it will incur costs in future years to maintain the 
system . It further argues that, since it included only $319,000 of 
the ICGS cost in this f i 1 ing, OPC 1 s proposed adjustment would 
produce a negative expense of $615,000. 

Since GTEFL has demonstrated that there will be ongoing 
expenses associated with the ICGS system, we do not find OPC 1 s 
a rguments to be persuasive. Moreover, the amount of expense 
included in the filing can hardly be deemed unreasonable . 
Accordingly, we have made no adjustment for ICGS expense . 

7 . Capital Carrying Costs from Af f iliates 

GTEFL 1 s filing includes costs from affiliates which provide 
services to the Company . These affiliates charge a return, or 
capital carrying charge, on assets which are deemed to be common 
assets, and "gross-up" the return for federal and state income 
taxes . 

OPC cortends that the returns charged by these affiliates are 
excessive because the entire overall rate of return , which is 
comprised of elements of debt and equity, is being "grossed-up" for_ 
income tax purposes. OPC argues that, to the extent a capita l 
structure includes debt, the interest is deductible for income tax 
purposes and, therefore, it is inappropriate to "gross-up" the 
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overall return. Accordingly, OPC contends that we should reduce 
intrastate expenses by $500,000. 

GTEFL argues that OPC ' s estimate of the impact of revising the 
return on investment gross-up component of the shared asset 
allocation is overstated. The Company also points out that OPC's 
proposed adjustment is only an estimate and that it is completely 
unsupported by any workpapers or other analyses. GTEFL ~sserts 
that the impact on its allocated portion of shared rent revenue and 
shared asset expense is only $30,268 and $93,628, respectively. 

In its revised filing, GTEFL has reduced shared rent ~evenue 
by $30,268 and shared asset expense by $93,628. We have reviewed 
the Compa ny's calculations and they appear t " be accurate . No 
further adjustment is necessary 

8. Affiliated Transactions 

OPC proposes that this Commission open an investigation into 
transactions between GTEFL and its affiliates . According to OPC, 
such an investigation is warranted because it appears that GTEFL ' s 
affiliates are earning equity returns of approximately ~5 percent 
through .transactions with GTEFL . FCAN agrees. 

GTEFL argues that it has submitted competent, 
evidence that its affiliated transactions are fair 
significant benefits to GTEFL . It further s tates that 
been offered to cast doubt upon these transactions, 
investigation would, therefore, be unwarranted. 

substantia l 
and provide 
no proof has 
and that an 

We note that numerous issues in this proceeding address 
GTEFL's aff iliated transactions, and find that the concerns raised 
by OPC and echoed by FCAN are adequately addressed in this 
proceeding. Accordingly, we do not find that a separate 
investigation GTEFL's affiliated transactions is warranted. 

9. Capital Carrying Charges 

As set forth in Section III of this Order , Stipulations , we 
have approved a stipulation that the capital carrying charge should 
be offset by the amortization of JDITC. Accordingly, the Company 
has reduced taxes by $16,622. We find no further adjustment to be 
necessary. 

E . Imputation of Ins ide Wire Expenses/Revenues 

This is an issue which we considered recently in the United 
Telephone rate case (Docket No. 910980-TL}. In that case, we 
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decided that, since Rule 25-4 . 035 (2) (a) , Florida Administrative 
Code deregulated inside wire maintenance and installation, United 
should continue to book revenues, expenses and investment relating 
to inside wire activities below the line-- until going to rulemaking 
for all local exchange telephone companies. 

In 1985, in Docket No. 830490- TP we determined that inside 
wire should be deregulated on a wholesale basis. However, He also 
ordered all LECs to unbundle the price for inside wire maintenance 
from the basic access line rate to enable customers to t ake 
advantage of the option they had to get someone other t h a n the LEC 
to maintain inside wire. On the heels of this action, howeve r, the 
FCC issued an order, in Docket 79- 105, which mandated that all LECs 
should deregulate inside wire services by Janu~ry 1, 1987 . Since 
it appeared that we had been federally preempted by the FCC ' s 
action , we ordered the Florida LECs to deregulate both inside wire 
and CPE by January 1 , 1987. 

It now appears that the FCC has softened its initial position 
regarding inside wire regulation . In its Third Report and Order in 

cc Docket No . 79-105, released February 14, 1992, the FCC pe~rnitted 
states to impute the revenues and expenses relating to i~side wire 
services above the line . Also, although it has encouraged states 
not to regulate inside wiring services, the FCC clarified that it 
has not preempted regulation of prices, t erms and conditions. 

OPC argues that the existence of Rule 25 - 4.0345(2) (a), Florida 
Administrative Code, does not preclude this Commission from 
imputing revenues and expenses in a rate case , just as it does for 
Yellow Pages. While we might agree with OPC ' s e nd result, we do 
not agree with how it arrived there . The t r eatment of Yellow Pages 
is expressly authorized in Section 364 . 037, Florida Statutes . 
Inside wire is not. Moreover, we have made no policy deter mination 
to impute inside wire revenues a nd costs above the line . Further , 
GTEFL ' s circumstances do not differ sign ificantly f r om those found 
in United, except that, for GTEFL , inside wire maintenance services 
are provided through GTECC, a wholly owned subsidiary, rather than 
as a below-the-line accounting separation . 

OPC urges that we impute the revenues and expen ses from simple 
inside wire only. There is general agreement that inside wire 
installation is avail~ble from many providers . However , this does 
not appear to be the case for simple inside wire maintenance. A 
significant proportion of GTEFL ' s customers receive inside wire_ 
maintenance on a monthly basis from GTEFL , at a price of $.75 per 
month. The gross margin on i nside wire services is substantial . 
Maintenance contracts for inside wire are sold by GTEFL ' s regulated 
service representatives at the time of the initial service order 
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and during subsequent contacts wi th customers . Inside wi~e repairs 
are made by the Company 1 s regulated service technicians or by 
contract personnel assigned to the non- regulated part of the 
business. Billing and advertising is accomplished through billing 
and bill inserts with local telephone service . In short, inside 
wire services are able to share costs with the regulated services . 

Some of the shared costs give GTEFL 1 s inside wire services an 
advantage over its competitors, who do not have access to customers 
in the same way as GTEFL. OPC acknowledges that there is no 
evidence in the record of GTEFL acting to the detriment of 
customers, but asserts that there i s the potential for such abuse. 

GTEFL argues that it makes no sense to regulate a service 
afte r it has operated i n an unregulated ~nvironment for 6 years and 
the Company has adjusted to operate in a competitive environment. 

GTEFL also disputes the numbers provided by OPC regarding the value 
of inside wire maintenance services . The Company a rgues that if we 
impute revenues, investment, a nd expenses for simple inside wire 

maintenance only, the impact will be less than OPC asserts . 
According to GTEFL, OPC 1 s figures include all inside wire revenues, 

not just simple wire maintenance. As such, it overestimates the 
revenue, expense , and investment related to simple in~ide wire . 

GTEFL further argues th1t OPC has failed to make any allocation of 
general and administrative costs . Including these costs further 
r educes the profit level as portrayed by OPC. 

Although we cannot verify the appropriateness of GTEFL 1 s 

adjustments, we find that simple inside wire maintenance contracts 
s hould not be the focus of any imputation. While there is 
information in this r ecord to indicate that GTECC enjoys an 
advantage in the provision of inside wire as a result of its 
association with the provision of monopoly telephone service, the 

issue is not unique to GTEFL. All Florida LECs offer unregulated 
inside wire services. Moreover, ther • is a dispute regarding 

whether Rule 25-4 . 0345, Florida Administrative Code, must be 
revised before it is appropriate to impute revenues a nd expenses 
above the line. In any case, in the United Rate case, we decided 

not to impute inside wire services above the line , but to address 

this issue through rulemaking . Since we have decided to go to 
rulemaking on this issue , we find that it would be inappropria t e to 
make such an adjustme nt in this proceeding. 

F . Post Retirement Benefits Other Tha n Pensions 

1 . Method of Accounting 

Statement of Financial Accounting Standards No. 106 (FAS 106) 
requires a ccrual accounting for post retirement benefits other than 
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pensions . Also known as OPEBs , these benefits are essentially 
r etiree medi cal a nd life insurance. GTEFL supports the use of FAS 
106 for ratemaki ng purposes . OPC and FCAN do not support the use 
of FAS 106 for ratemaking and instead recommend the pay- as - you-go 
method. 

For GTEFL, FAS 106 is a requirement for financial repurting 
purposes a nd becomes effective for the first fiscal year after 
December 15, 1992. The Company ' s position is that the uccrual 
accounting required by FAS 106 will result in a better mutch 
between costs and the events giving rise to those costs. GTEFL 
also contends that the OPEB costs are a form of deferred 
compensation that should be r ecognized when the employees render 
service to earn those benefits. The incremental intras tate 
increase in operating expense due to the implerr. ~ntation of FAS 106 
is $21,913 ,167, according to the Company , based o n total company 
net periodic costs of $45,976,000 . GTEFL further points out that 
the revenue requirement will eventually be lower under the accrual 
method than under the pay- as- you- go method, because it will create 
a deferred pension liability that will lower working capital and 
rate base. 

OPC opposes the use of FAS 106 for ratemaking purpr ses for a 
number of reasons . First, OPC argues that GTEFL ' s benefits plan 
will be restructured i n the future to reduce costs and that there 
is no assurance that the accrued OPEB a l lowance will actually go to 
pay benefits, since OPEBs are not a legal liability. Second, OPC 
asserts that the calculations behind FAS 106 are unreliable, and 
that FAS 106 is the most expensive accounting method to use f or the 
next 20 years . OPC contends that the ratepayers will benefit from 
increased accuracy in estimating OPEB costs and cost containment 
that will occur in the future. Third, OPC contends that FAS 106 
assigns prior period costs , i.e., the transition obligation, to 
current ratepayers, resulting in an intergenerational inequity . 
OPC also notes that FAS 106 is designel for financial reporting 
purposes , and recommends that, for ratemaking purposes, we should 
adopt the pay- as-you-go method for accounting for the cost of 
OPEBs . 

I n response to OPC ' s first argument , GTEFL argues that the 
adoption of FAS 106 for accounting and ratemaking is not dependent 
on whether OPEBs are contr actually binding . The Company argues 
that if it ~ere to r e duce benefits in the future , then the costs 
calculated unde r FAS 106 would also be r educed. Regarding the _ 
reliability o f the estimate of FAS 106 costs , GTEFL argues that FAS 
106 contains a "corridor" approach to accommodate changes in 
assumptions and in experience being different from assumptions. As 
for OPC's third argument, the Company asserts that the t ransition 
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obligation is amortized over the remaining working lite of the 
employees, whic h matches the costs to each year the employee 
provides service. 

Upon revie w, we shall use FAS 106 for ratemaking purposes. 
FAS 106 matches the cost of OPEBs t o the period in which the 
employee earned the benefit. Continuing t he pay- as-you-go method 
will cause future customers to pay for costs related to past years . 

It does appear that the estimates of FAS 106 costs will change. 
However, we can monitor such changes through existing surveillance 
methodology . 

OPC noted that discount rates vary among companies . A survey 
of 37 large companies conducted in September, 1991, indicated a 
range of discount rates from 7 . 25 percent to 9 . 50 percent . 
Accordingly, OPC recommends that, if we adopt FAS 106 for 

ratemaking purposes, we should use GTEFL ' s cost of capital as the 
discount rate. GTEFL used a discount rate of 8 . 00 percent. 

GTEFL contends, however , that if a discount rate higher than 
8.00 percent is used , the increased rate should also be used to 
determine its return on equity. GTEFL also states that FAS 106 
requires that the disco~nt rate be the same rate that is used for 

the pension cost determination, and refers to paragraph 188 of FAS 
106. We have reviewed FAS 106 and do not agree with GTEFL ' s 
interpretation . 

Regarding the selection of an appropriate discount rate, 
paragraph 31 of FAS 106 states that '' employers s hall look to rates 

of return on high-quality fixed income investments currently 
available whose cash flows match the timing and amount of expected 
benefit payments ." 

We find that the quoted language dc~s not support using the 
Company ' s cost of capital as the discount rate. On the other hand, 

we find a discount rate of 8 . 00 percent to be too low. Indeed, 
GTEFL's witness agreed that AA rated public utility bonds currently 
yield 8.29 percent . We find that the yields on AA rated utility 

bonds meet the criteria for selecting an appropriate discount rate. 
We note that, in Florida Power Corporation ' s most recent rate case, 
we adjusted the discount r ate to 8.25 percent, based upon the AA 
rated utility bond y i eld. We find that 8.25 percent is the 

appropriate discount rate to use in this case, since AA rated 
utility bonds are h igh qua lity fixed income securities , and since 
8.25 percent is closely in line with the AA utility bond yield. 

A 100 basis point increase in the discount rate results in an 
8.8 percent decrease in FAS 106 expense . Since we have increased 
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the discount rate by 25 basis points, we find it appropriate to 
reduce GTEFL' s FAS 106 net periodic costs by 2. 2 percent, or 
$1,014,220 as shown below: 

COST ALLOCATION 

Intrastate Costs: 
Rate Base 

Plant In Service 
Reserve 

Total Rate Base 
Operating Expense 
Depreciation Expense 

Total Intrastate Cost 
Interstate Costs 
Non-Regulated 

Total FAS 106 Costs 

$118,692 
15,514 

2 . Treatment of Unfunded Liability 

REDUCTION 

$134,206 
648,402 

__L276 

$786,884 
220,964 

6 , 372 

$1,014,220 

In its MFRs , GTEFL reduced working capital by the amount of 
the unfunded FAS 106 liability . The Company contends that, under 
the accrual method, the revenue requirement will become lower with 
the passage of time because the deferred pension liability (the 
unfu nded FAS 106 liability) will reduce working capital and thus, 
rate base . 

OPC argues that the unfunded liability should be treated as a 
zero cost source of capital . OPC argues t1at treating the unfunded 
liability as a reduction to working capital is a "one legged 
entry ." 

In our most recent rate cases ( United Telephone Company of 
Florida and Florida Power Corporation) we reduced working capital 
by the amount of the unfunded liability . See Orders Nos. PSC-92-
0708-FOF-TL and PSC-92-1197-FOF-EI . We find that this is the 
appropriate treatment. Accordingly, we reduce working capital by 
the amount of the unfunded liability , based upon our adjustments 
for the discount rate, supra, and the deferral, infra. 
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3. OPEB Costs/Certified Actuarial Study 

GTEFL 1 s OPEB costs are based upon an actuarial study, which 
was made available to all parties . OPC argues that, since GTEFL 

chose the actuary and provided the assumptions, the actuarial s tudy 
should be certified for credibility purposes. FCAN agrees with 
OPC . 

The Company states that TPF&C performed the study . According 
to GTEFL, TPF&C, and not GTEFL, provided the assumptions . We note 
that FAS 106 does not contain a ny requirement that a company use a 
certified actuary or have a certified actuarial study, nor is such 

a study part of the disclosures under FAS 106 . Moreover, .1e h ave 
reviewed the accounting workpapers related to FAS 106 costs and 
their un~erlying assumptions, and find tha~ the amounts are 
accurately represented . Accordingly, a certifi~d actuarial study 
is not required. 

4. OPEB Costs for Nonregulated Services 

OPC and FCAN argue that GTEFL 1 s non-regulated services are 
priced to recover only the pay-as-you-go OPEB costs . Thus, they 
contend that GTEFL's regulated rates should only reflec~ the pay­

as-you-go costs. In support of its position, OPC relies on a 
letter from GTE to the Financial Accounting Standards Board, 
concerning the option of immediate recognition of the transition 
obligation as opposed to the amortizing of it, and why t hat option 

should be different for regulated versus nonregulated companies. 

GTEFL argues that the prices of regulated and nonregulated 
services cannot be compared . GTEFL also asserts that both its 
regulated and nonregulated divisions will account for OPEB costs 
unless FAS 71 is determined to apply . GTEFL further takes issue 

with OPC 1 s reliance upon the letter to FASB, and notes that GTEFL 
has not proposed immedia te recognition of the transition obligation 

in this proceeding. 

In the alternative, OPC proposes that if we adopt FAS 106 for 
ratemaking purposes, some of GTEFL 1 s FAS 106 costs should be 
assigned to GTECC, its non-regulated subsidiary. OPC contends that 
we should make this adjustment because inside wire and CPE have 
been deregulated . 

GTEFL disagrees with OPC ' s proposed adjustment. The Company __ 

argues that retirees of GTECC performed " regulated work" for a 
regulated company, and that GTECC ' s OPEB costs are not a part of 
this filing. GTEFL a l so notes that GTECC employees have a separate 
actuarial study. 
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Upon review, we find that GTEFL has adequately refuted the 
scant evidence offered by OPC for this adjustment. We, therefore, 
reject OPC's proposed adjustment. 

5. OPEB Benefits - Substantive v. Written Plan 

OPC contends that the OPEB plan (which constitutes the legal 
liability to which GTEFL has committed) should be the basis for 
evaluating the cost of this benefit for ratemaking purpose s, and 
that the rates should not include costs for which the company has 
no legal liability. 

GTEFL contends that this issue in not applicable since the 
substantive plan does not differ in any material respect from the 
written plan and the written plan was used for c~lculating the post 
retirement benefits under FAS 106. The substantive plan represents 
the terms of the post retirement benefits plan as understood by the 
employer and the employees. 

According to FAS 106, the written plan provides the best 
evidence of the exchange of benefits for services between the 
employee and the employer . However, FAS 106 further explains that 
the substantive plan should be used if the Company h"'ls a past 
practice of communicating cost sharing provisions (or benefit 
increases) to employees. 

We note that our use of fAS 106 for accounting and ratemaking 
purposes is not dependent on whether OPEBs are contractually 
binding . Further, since the substantive and written plans do not 
differ in any material respect, we find that the written plan is 
appropriate for determining OPEB costs . 

6. SFAS 106 Expense/Ratemaking Purposes 

OPC contends that any costs includec under FAS 106 costs which 
do not represent a legal l i ability should be disallowed for 
raternaking purposes . 

GTEFL argues that it has properly accounted for the adoption 
of FAS 106, and that these costs should be included for ratemaking 
purposes. 

As noted above, we have reviewed GTEFL ' s calculations of FAS 
106 costs and the assumptions behind such calculations . Other than _ 
our adjustments to the discount rate and the deferral of a portion 
of the FAS 106 costs until 1994, the latter of which is discussed 
infra, we find that the FAS 106 costs are properly included for 
ratemaking purposes . 
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7 . Administrative Fees 

According to GTEFL, pension administrat1ve fees are paid 
directly from the pension plan . The Company began paying from the 
pension plan in 1987. Since the payments are to an affiliate, the 
Company has continued to pay additional administra tive fees 
directly to avoid possible violation of ERISA. 

According to OPC, these pension and administrative fees are 
paid to an affiliated company for a pension plan that is 
significantly overfunded. OPC argues that the ratepayers should 
not be penalized beca use the Company has chosen to use a n 
affiliated company for administrative functions. OPC asserts that 
we should reduce expenses by $578,961 . 

GTEFL argues that it is paying out of the f und the maximum 
amount of admin istrative fees allowable under ERIS! a nd that, due 
to ERISA restrictions, the additional administrative fees cannot be 
paid from the fund . The Company also maintains that the costs to 
manage the various pension plans will be incurred whether the 
function is performed by an affiliate or a nonaffiliate. GTEFL 
also argues that it does not matter that the expenses are paid to 
an affiliate since only the prevailing price is recorded above- the­
line. 

GTEFL further argues that GTE Investment Management 
Corporation has an exce llent record of maintaining high returns on 
pension plan assets, which has resulted in lower pension costs to 
GTEFL and that, if the entire payment were made out of the fund, 
pension expense would increase since the fund's asset value would 
decrease. Accordingly, GTEFL maintains that the ratepayers benefit 
from a negative pension expense. 

We find that GTEFL would incur the rension expense whether it 
was paid from the pension fund or directly. There is no evidence 
that the amount paid to the administrator is not prudent or 
reasonable . It appears that the only objection to the expense is 
that it should have been paid by a different vehicle . However, it 
also appears that the outcome would be the same regardless of the 
source of the payment. Accordingly , the administrative fees shall 
not be disallowed simply because they were paid directly i nstead of 
out of the f ttnd. 

8 . Pension Expense 

There are many assumptions built into the calculation of total 
pension liability in order to determine the amount of each year's 
funding requirements. One such assumption is the anticipated 
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composite rate of future increases in employee compensation. For 
the purpose of calculating the pension liabi lity for the test year , 
GTEFL has anticipated a f uture wage increase of 6 perce nt . 

OPC argues that GTEFL ' s projected wage increases are only 2.96 
percent for 1992 a nd 3. 08 percent for 1993. OPC, therefore, 
advocates a reduction to the Company's projected wage increases in 
the calculation of pension expense . 

The Company distinguis hes between general wage increases and 
merit wage increases . For the years 1989 through 1991, GTEFL's 
average wage increase has been 3 . 08 percent for general and 3 .5 
percent for merit, for a total of 6.58 percent. Although there are 
two comp onents to wage increase, for the purpose of this 
proceeding, the Company increased the labor expense only by the 
estimated inflation rates of 2 . 96 percent for 1992 and 3.08 percent 
for 1993 . 

A wage increase assumption which an actuary uses in the 
calculation of pension funding requirements should be based upon an 
employee's long- term wage progression. Therefore, the wage 
increase assumption used i n the pension calculatio~ may be 
different than the actual increase for any particular year . Given 
the past history of GTEFL's actual wage increases, which include 
both inflation and merit adjustments, reflecting only the wage 
inflation rate may not b~ appropriate for the purpose of 
calculating the pension requirement. Indeed, during the period 
between 198 9 a nd 1993 , GTEFL ' s average wage increase is 3. 67 
percent for inflation and 2 . 1 percent for merit, for a total of 
5 . 77 percent. Given that average , we cannot say that the 6 percent 
assumption used by GTEFL for the pension calculation is 
unreasonable. Accordingly, we find that no adjustment is 
necessary . 

9 . Deferral of FAS 106 Costs 

The issue i s whether GTEFL s hould be allowed to recover the 
full cost of providing post retirement benefits other than pensions 
beginning in 1993, or s hould defer a portion of these costs to 
1994 . OPC argues that it is inappropriate to use the FAS 106 
methodology in any event, since such methodology would include 
costs for which GTEFL has no legal obligation to pay . However, at 
the hearing, OPC agreed that, if such a methodology is approved for 
ratemaking purposes, and if there are projected increased earnings _ 
after the test year, it would be appropriate to defer a portion of 
the FAS 106 costs in this proceeding. 
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GTEFL argues that there is no 1994 budget data in the record 
and that it is unaware of any changes occurring in 1994 relative to 

the 1993 rate year which will produce any sign1ficant increase in 

earnings. Therefore, the Company argues that it would be 

inappropriate to defer any portion of the FAS 106 costs to a later 
year. 

OPC requested GTEFL's 1994 budget informatio n. However, the 
Company has not supplied any preliminary budget data for either 

1993 or 1994 . Although the record is not clear in this regard, 

GTEFL may not have begun budgeting for 1994. 

One significant difference for 199 4 is that there will no 
longe r be any phase-downs or shifts in Subscriber Plant Factor 

(SPF) and Dial Equipment Minute (DEM). The last effect of SPF and 

DEM shift will be effective in January 1993. At t he hearing, GTEFL 

witness Wellemeyer stated the following with r egard to SPF and DEM : 

Most of the pro forma i mpact is caused by c hanges in the 
Part 36 rules for calculating the subscriber plant factor 
and the dial equipment minutes factor, which both shift 
costs from the interstate to the intrastate jurisdiction. 
It ' s interes ting to recall that these changes began in 
198 6 and have recurred on the first of each year since. 
The impact of these changes on jurisdictional cost is 
presented in my testimony . It equates to an increase in 
annual revenue requirement of $19.7 million in t erms of 
1991 costs . On January 1st of each year, the Company has 
incurred a new additional intrastate r evenue requi~ement 
on the order of $19.7 million . Meanwhile, tariffs have 
been filed annually with the FCC , recognizing the 
corres ponding reduction in interstate revenue 
requirement . 

However, no tariffs have been f i led in the State of 
Florida, until now, to recover increased revenue 
requirement c aused by the Part 36 rule changes. Due to 
these changes alone, the Company has absorbed additional 
revenue requirements of approximately $102 million 
without a r ate increase. 

The revPnue requirement impact associated with the shift and 

phase-down of SPF a nd DEM is significant. Further, since GTEFL is 
not aware of a ny significant changes in 1994, it s hould experience 

an improvement in earnings, assuming the same growth relationship ­

in revenue, expense and rate base as the prior year. 
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Since GTEFL did not provide projected data for 1994 , we have 
estimated 1994 earnings based upon 1993 data, using the s a me growth 
relationships i n adjusted intrastate revenues and adjusted total 
company expenses and rate base as the Company projected for 1992 
and 1993 , as depicted in the following schedule: 

Estimated Change in 1994 Revenues 
(All dollar figures x l ,OOO) 

Intrastate Revenues 

Total Company : 
O&M Expense 
Depreciation Expense 
Other Taxes 

Total Expense 

Total Company: 
Plant in Service 
Depreciation Reserve 
Net Plant 

1993 
$832,012 

545,074 
229,855 

50 797 
825,726 

3,462,981 
(1.006,732) 

2,456,249 

1994 % 
$871,441 

Increase 
4 . 74% 

555 ,97 5 
244,803 

----=5:._:,3 1 719 
854 , 49 7 

3,688 , 184 
(1.251.680) 

2 ,4 36,504 

2.00% 
6 . 50% 
5.75% 

6 . 50% 

Applying the 199 3 separations factors to the estimated 1994 
tota l company rate base and expenses , and holding constant the 
Company's proposed capital structure, it appears that GTEFL will 
experience an improvement in intrastate earnings of approximately 
$23 million, a signific ant portion of which will be due to the 
elimination of SPF and OEM phase- downs . 

We note that GTEFL itself could reduce FAS 106 costs . The 
Company i ntends to establish a collectively bargained or bargain ing 
unit Voluntary Employee s ' Beneficiary Association (VEBA) trust, as 
defined under Section 501(c) , IRC, to f~~d its FAS 106 obligat ion . 
Retiree benefits a re currently included in GTEFL's union contract, 
and are ba rgained each time the contract expires. The current 
union contract expires o n July 31 , 1993. Pursuant to Section 
50 l(c) (9), IRC, a bargaining unit VEBA must be ba rgained at the 
time benefit s are bargained. Bargaining unit employees represent 
7 5 percent of the total GTEFL employees . 

A bargaining unit VEBA has more tax advantages than a non­
bargaining unit VEBA. A VEBA cou l d prevent a company from c ha nging_ 
or eliminating benefits, and would give employees greater assurance 
that they would receive OPEBs . Therefore, GTEFL could us e the 
establishment of a VEBA as leverage to bargain for cost saving 
measures for OPEBs and for total compens ation . 
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We also note that GTE Corporation , GTEFL ' s parent company, has 
not decided whether to immediately recognize the transition 
obligation or to amortize i t. This only adds uncertainty to the 
final cost of GTEFL ' s FAS 106 expense . 

Since we have projected increased earnings of approximately 
$23 million for 1994, and since FAS 106 costs may be reduced 
anyway, we find it appropriate to require GTEFL to defer the excess 
of the incremental intrastate FAS 106 costs above $11,264,765, the 
amount included in cost of s e rvice. However, it shall not be 
required to defer more than $10,000,000 . This will delay 
recognition of part of the FAS 106 costs until after the test year, 
when increased earnings will absorb the defe rred costs, thereby 
mitigating the effect on GTEFL ' s ratepayers. This adjustment is 
cons i stent with our decision in the most recent United Telephone 
Company rate case. See Order No . PSC-92-0708-FOF- TL . 

We note that paragraph 364 of FAS 106 allows deferral of FAS 
106 costs based upon FASB Statement No. 71 (FAS 71). The deferred 
amount is recorded as a regulatory asset . Accordingly , we have 
increased test year working capital by $5 , 012 , 865. Since GTEFL is 
statutori ly required to file MMFRs every 4 years, the amortization 
period for this regulator y asset should also be 4 yea rs. 

10. Amortization/Transitional Benefit Obligation 

GTEFL originally advocated a 20 - year amortization period for 
the transitional benefit obligation . However, if we approve 
a mortization of the one -time be ne fit from the directory revenue ac­
counting change, as discussed above, GTEFL proposes that the 
amortization of the transitional benefit obligation be reduced to 
the average remaining service life of 17.77 years. 

We find the amortization pe riod for t he transition obligation 
and the amortization period for the directory revenue gain to be 
totally unrelated. Moreover, we have made no adjustment to 
amortize directory revenues . Since the Company originally proposed 
a 20 year amortization period for the transition obligation, and no 
other party took any position on this issue , we find that the 
appropriate amortization period is 20 years . 

G. Depr0ciation LXpense 
Depreciation Expense is a mathematical calculation based on 

approved adjustments addressed in this Order. The Company has _ 
calculated the depreciation expense as s hown in Witness Johnson's 
Revised Direct Testimony, incorporating the depreciation 
stipulation approved in Docket No. 9 20284-TL. This is a decrease of 
$17 , 436 , 844 (intrastate) from the original filing. We accept the 



ORDER NO. PSC- 93-0108-FOF-TL 
DOCKETS NOS . 920188-TL & 920939-TL 
PAGE 86 

Company ' s calculations. Based on additional approved adjustments 
to the amount filed on September 6, 1992, intrastate depreciation 
expense for the test year is $179,886,000. 

H. Taxes Other Than Income 

This is a mathematical calculation based on other decisions 
set forth in this Order. The intrastate test year taxes other than 
income is $39,127,000 . The Company, in its revised filing of 
September 6, 1992, has adjusted the amount filed and calculates 
intrastate test year taxes other than income to be $38,951,000 . 
OPC has proposed additional adjustments to the amount filed on 
September 6, 1992 which yield an intrastate test year taxes other 
than income of $36,249,000 . Based on a mathematical calculation o f 
our decisions set forth in this Order, we f l nd the appropriate 
amount to be $39,005,000 . 

1. Gross Receipts 

Section 203 . 01(5), Florida Statutes, provides utilities with 
the authority to separately identify all gross receipts tax as a 
separate line item on customer bills. GTEFL asserts that it 
currently includes two different gross receipts tax ral es on the 
customer bills: (1) .76 ~ for the incremental difference between the 
embedded rate of 1 . 5% and the current authorized rate of 2.25% and 
(2) 2.30% for the gross receipts tax on the customer Access Line 
Charge (CALC) . By unbundling the rate, the Company proposes to show 
one rate of 2.30% for all applicable line items on the customer 
bills. 

OPC argues that the Company incorrectly calculates the 
incremental portion of the gross receipts tax as well as the tax on 
the interstate subscriber line charge by using 2 . 30% and . 76% rates 
versus the statutory rates of 2.25% and . 75% . OPC contends that 
the rates used by the Company are dif erent from the statutory 
rates because the Company is paying a tax on the tax . · OPC asserts 
that if GTEFL properly recorded the incremental level of the gross 
receipts tax and the tax on the subscriber line charge as a 
liability and not as a revenue, the problem would not exist. 

We do not accept OPC's accounting method because it does not 
recognize that the gross receipts tax is a cost of doing business. 
We agree with the Company that the it has not overcollected the 
gross receipts tax by including a t ax on the tax. We find that the _ 
statutory rates must be grossed up to enable the Company to collect 
enough gross receipts to recover the tax on the tax . Therefore , no 
adjustment is necessary. 
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2. Property 

The Company has included property t ax expense of $48,169,000 
in its projected test year expenses . OPC asserts that the Company 
is relying on a budgeted level of property tax expense for 1993. 
OPC contends that the year 1991 includes an abnormal level of 
expense . Based on OPC ' s calculations, the Company is projecting a 
two year increase of 14 . 4 3% over what OPC considers to be the 
normal level of property tax expense. OPC contends that since GTEFL 
is projecting an increase in rate base of 2 . 2%, an a nnua l increase 
in property tax of 3% should be allowed . Thus, OPC proposes to 
reduce property tax expense by $2,692,329. 

The Company asserts that OPC ' s proposed adjustment understates 
its rate year l evel of property tax expense. 

We have reviewed the methods used to calculate property tax 
expense which were used by the Company and by OPC and find that the 
different methods account for the different percentages of increase 
in property tax expense. OPC has not taken factors other than 
changes in rate base into account when determining the appropriate 
level of property tax expense to include in the rate year . 

OPC ' s assertion tlla t the Company is projecti ng a 14.43% 
increase in property tax expense is not correct because it is not 
comparable to the method of projection used by the Company. We 
note that no party took issue with the Company ' s method of 
projecting property tax expense . 

Based on the approved decrease in rate base, increase in net 
operating income, and decrease in the overall rate of return , we 
find that the Company will experience some change in the valuation 
of its property. However, it is difficult t o determine if the 
property will increase or decrease in value. Therefore, we find 
that the most conservative approach i s : o allow the Company the 
increase in property taxes asso ciated with increased levy rates. 

Since levy rates have increased a n average of 3.5% and the 
Company has projected that property tax expense will increase 3.4% 
per y ear, we find that no adjustment is necessary . While the 
Company anticipates that 1992 and 1993 levy rates will increase a 
minimum of 2 . 5%, we find that the average increase in levy rates of 
3.5% is more 1ndicative of the future . Therefore, we find that no 
adjustment sha 11 be made to the Compn ny ' s proj ectcd l evel of _ 
property tax expense . 
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I. Income Tax 

This is a mathematical calculation based on other decisions 
set for th i n t his Order . The intrast ate test year income tax 
expense i s $3 1 ,474,000 . The Company , i n its rev ised fili ng of 
September 6 , 1992, adjusted the amount filed and calculates 
intrastate test year income t ax expense to be $43 , 111,000. 

OPC proposes adjustments to the amount filed on September 6, 
1992 which yield an intrastate test year income tax expense of 
$91,515 , 000 . 

Based on our decisions set forth in this Order we find t hat 
the appropriate amount to be $51,312 , 000 . 

1 . Interest Expense 

This is a mathematical calculation which is d~pendent on the 
final capital s tructure approved in this proceeding . However , GTE 
made several adjustments in its filing to account for the impacts 
of synchr onizing the interest expense used to calculate i ncome t ax 
expense to the debt level reflected in t he capital structure . OPC 
does not agree with some of the adjustments. To avoid confusion, we 
shall address each of the Company ' s adjustments separat~ly. 
Based on the followi ng decisions, income tax expe nse shall be 
r educed by $8,258,000 . 

a . Parent Debt Adjustment 

In its original filing, the Company reduced intrastate Federal 
income tax (FIT) expense by $6,275 , 974 to reflect t he imputation of 
the paren t company ' s debt on the common stock port i on of GTEFL ' s 
capital structure . The adjustment ref l ects the theory that the 
s ubsidiary ' s common stock is supported by the debt component of the 
parent company ' s capita l structure . Although GTEFL does not agree 
with t he adjustment, it was included as r~quired by Rule 25-14 . 004 , 
Florida Admin istrative Code. We find GTEFL ' s ca l c ula t ion to be i n 
accordance with the Rule . OPC does no t specifica lly address this 
adj ustment except to assert that other adjustments made by the 
Company negate the parent debt adjustment . Since this i s a 
calculation based on other decisions , federal i ncome t ax expense 
shal l be increased by an additional $229,161 to account for the 
effect of our approved capital structure o n the parent debt 
adjustment . 
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b . Investment Tax Credit CITC) Interest Synchronization 

In its ori ginal filing, the Company made an adjustment to 
decrease intrastate Federal Income Tax (FIT) expense by $135,309, 
to reflect the imputation of interest expense on the unamortized 
ITC balance . In its revised direct testimony, GTEFL reduced income 
tax expense by an additional $57,836 to include the impact on State 
income tax (SIT) expense and other adjustments to its original 
filing. 

OPC asserts that an additional adjustment in the amount of 
$29,761 is appropriate to reduce tax expense based on the weighted 
cost of debt in the capital structure it would have us approve. 
However, OPC cautions that its proposed c hanges to rate base were 
not considered in its calculation and the adjustnent will need to 
be recalculated once the capital structure is determined . We do 
not accept either the Company ' s or OPC 1 s interest synchronization 
adjustment because the adjustment is a fall-out number which is 
dependent on the approved capital structure . Therefore, based on 
the approved capital structure , income tax expense shall be reduced 
by an additional $335,150. 

c. GTECC Interest Synchronization 

The Company made a revised adjustment to increase income tax 
expe nse in the amount of $619,1?5 to reflect the imputation of debt 
expense t o its subsidiary, GTECC. The Company contends that this 
adjustment is identical in theory to the parent debt adjustment. 
GTEFL argues that the subsidiary ' s common stock is supported in 
part by the debt of the GTEFL ' s capital structure and therefore , an 
imputation of interes t needs to be made to the subsidiary to reduce 
GTEFL's interest expense . OPC argues that this adjustment 
improperly r educes the parent d ebt adjustment. 

We find that once GTEFL's cap ital structure is reconciled to 
rate base, this adjustment will constitute 11double dipping. 11 

During cross examinat ion of Company witness Johnson, he agreed that 
one of the results of the reconciliation of the capital structure 
to the jurisdictional rate base is the elimination of any interest 
not associated with GTEFL operations . Therefore, it appears that 
the 11 subsidiary debt adjustment 11 is not appropriate once the rate 
base and capital structure are r econciled. Thus, we find that the 
Company ' s GTECC adjustment to decrease tax expense is 
inappropriate . The income tax expense shall be reduced by $619,125_ 
to remove the GTECC adjustment. 
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d. Full Interest Synchronization/Reconciliation 

The Company makes a n adjustment in its original filing to 
increase intrastate income tax expense by $7,J45,069 to reflect the 
impact of t he synchronization of the interest expense used for 
income tax purposes with the debt level reflected in the capital 
structure. In its revised direct testimony , the Company decreased 
intrastate income tax expense by $769,857 to reflect the r evised 
level of its full interest synchronization adjustment . 

OPC does not agree with the Company's "full interest: 
synchronization" adjustment. OPC contends that the Company ' s 
interest synchronization method negates the parent debt adjus tment. 
We agree. 

GTEFL makes an adjustment in its full interes t synchronization 
calculation to add back the parent company debt a djustment, thus 
effectively reversing the parent company debt interest. During 
cross examination, GTEFL witness Johnson would not agree that the 
adjustment negates the parent debt adjustment. However, he did say 
that the adjustment offsets the parent debt adjustment. 

The Company explains that full interest synchroni ~ation is 
used to synchronize the interest expense used for income tax 
purposes with the debt level reflected in the capital structure. 
However, a review of the Company ' s workpapers indicates the that 
its interest expense used in the income tax calculation differs 
from the interest expense used in the full interest synchronization 
adjustment. GTEFL synchronizes interest inhere nt in the capital 
structure with interest expense reflected in t he income tax 
calculation that has been increased by parent debt and ITC 
interest. As a result, we find that the parent debt adjustment and 
the ITC int erest synchronization adjustment are negated . 

Moreover, we find that the full interest synchronization 
adjustment should be calculated to accomplish the intent of the 
adjustment which, as reflected in the Company's workpapers, is to 
synchronize the interest expense used for income tax purposes with 
the debt level reflected in the capital s tructure . To accomplish 
this, inte rest in the Company ' s proposed capital structure must be 
synchronized to the projected interest expense used in the 
Company's income tax calculation. 

Using the Company' s workpapers , and comparing the unadjus t e d _ 
rate year capital struc ture interest to the interest expense used 
in the income tax calculation results in an interest 
synchronization adjustment t o increase income tax expense by 
$1,553,221 . The Compa ny's original and revised filing shows that 
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it made an adjustment to i ncrease income tax expense by $6 , 567 , 650. 
Therefore, intrastate income tax expense must be reduced by 

$6,575,212 to properly reflect the interest synchronization 

adjustment based on the Company's original and revised filing. In 

addition, an adjustment in the amount of $227,154, must be made to 

reflect the i mpact of our approved capital structure on the 

interest synchronization adjustment . 

2 . ITC Amortization and Flowback of Excess Deferred Taxes 

We have approved new depreciation rates for GTEFL which will 

impact the amortization of investment tax credits (ITCs) and the 

flowback of excess deferred income taxes. 

In its r evised filing, the Company increa sed the level of 
intrastate ITC amortization by $907,900 to reflect the increase in 

depreciation expense. The Company's adjustment was 11o t challenged 

by any of the parties . We have reviewed the Company ' s adjustment 

and find it to be reasonable and correct. The effect on the 

flowback of excess deferred i ncome taxes is set forth in a 

separately issued Proposed Agency Action Order. 

J. Net Operating Income 

This is a mathematical calculation based on other decis ions in 

this case. The Company asserts that the appropriate amount of test 

year intrastate net operating income is $143,377,234. Based on the 

level of revenues and expenses approved in this proceeding, we find 

the appropriate amount of test year intrastate net operating income 

to be $176,671,000 as follows : 

Revised Intrastate Net Operating 
Income filed on September 6, 1992 

Commission Adjustments: 

Repression and Stimulation 
Employee Concess ions : 

Operating Revenue 
Operating Expense 

Total Adjustment 
Tariff Price-out Reconciliation: 

Operat ing Revenue 
Operating Expense 

Total Adjustment 
New Products and Services 
Universal Service Fund 
PIU Audits: 

$143 , 377,000 

$ 4,463,000 

$ 1,801,000 
(1 , 411,000} 

390,000 

$ 3 ,029 ,000 
181 ,000 

3,210,000 
1,252,000 
2,370,000 
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Operating Revenue 
Operating Expense 
Depreciation Expense 

Total Adjustment 
USTA Dues 
Uncollectible Expense 
Fringe Benefit Expense 
Community Affairs Advertising 
Relocation Expense 
Data Processing Costs 
Miscellaneous Expenses 
Central Office Conversion Savings 
Service Fee Credit 
Chamber of Commerce Dues 
Chauffeur Services 
GTEDS Return 
GTES Purchases: 

Operating Expense 
Depreciation Expense 

Total Adjustment 
Network Commissions 
Post Retirement Benefits Expense 
Deferred Post Retirement Benefits 
GTECC Interest Synchronization 
Full Interest Synchronization 
Rate Base Synchronization 
Effect of Parent Debt 
Flowback of Excess Deferred Taxes 
Tax Effect of Other Adjustments 

Total Adjustment 

Intras tate Test Year 
Net Operating Income 

X. REPORTING REQUIREMENTS 

A. Rate Case Expense 

Expense 

$ 2,521,000 
( 213,000) 

{198 , 000) 
2,110,000 

( 13,000) 
999,000 

3, 556 ,000 
1911000 
320 000 

3,5681000 
33,000 

146,000 
114891000 

791000 
151000 

4,409,000 

$ 741000 
78,000 

152,000 
2,1321000 

6481000 
10, 000 1000 

6 191000 
61575 1000 

335 1000 
227 1000) 
128,000 

(15,615,000) 

$33,294,000 

$176,671,000 

As set forth in Section III 1 Stipula tions 1 we approve a 
stipulation that GTEFL will file , within 30 days after the date of 
the final order in this Docket, an updated schedule to reflect the 
actual rate case expense. 
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B. Subsequent Earnings Reports 

The Company asserts that it made adjustments in this 
proceeding of its own volition to remove items from the ratemaking 
equation , not necessarily associated with its belief that they were 
improper , but due to political concerns or contingencies. GTEFL 
concludes that these adjustments should not be reflected in the 
Company's subsequent Earnings Surveillance Reports (ESRs) . 

OPC asserts that the Company should be required inc lude all 
adjustments including both costs directly incurred and allocated 
from any affilia te in this proceeding, in the subsequent ESRs . FCAN 
agrees with OPC. 

The Company identified three groups o t adjustments : (1) 
adjustments that had been ruled on in prior GTEFL cases; (2) 
adjustments based on voucher or invoice study; and (3 ) adjustments 
removed for political reasons. The Company argues it is not 
required to include the last two types of adjustments in subsequent 
ESRs. 

For the second category of adjustments, GTEFL obtained a 
sample of invoices and determined the percentage of errors detected 
in the sample. This percentage was then extrapolated to obtain a 
reasonable adjustment amount for the population. Under Rule 25-
4. 0245 (2) (a), Florida Administrative Code, GTEFL is required to 
file monthly ESRs . The Company argues that this type of study 
should not be done every month f o r the monthly ESR. We agree that 
conducting this type of study every month could be burdensome for 
the Company. However, we do not accept that this adjustment should 
be completely ignored. We have historically allowed the companies 
to reflect a reasonable estimated amount for the adjustment in the 
ESR. Under the circumstances, we find that GTEFL shall be reqnired 
to make this type of an adjustment in future ESRs based on a 
reasonable estimate. 

An example of the third type of adjustment is aircraft 
expense. GTEFL asserts that it has seen this adj ustment excluded 
in some rate cases and included in others . The Company has chosen 
not to try the issue in this case, and thus, does not believe that 
it is appropriate to remove this expense from the ESR. 

We find that exc l uding the third type of adjustments from 
subsequent ESRs would violate Rule 25-4 . 0245(1) (b), Florida 
Administrative Code, which states , "the adjustments shall be 
consistent with those made in the company 's most recently completed 
rate proceeding." GTEFL ' s argument regarding inconsistencies in 
past decisions involving aircraft expense is i rrelevant. The issue 
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here is whether the Company should be required to reflect all 
adjustments in the subsequent ESRs which were made i n its most 
recently completed r ate proceeding . GTEFL shall be required to 
include all adjustments in its subsequent ESRs . 

C. Revenue Require me nt 

Based on the level of r a t e base , r a t e of return, revenues and 
expenses proposed by the Company in t hi s proceeding, the Company 
has ca l c ulated the appropriate amount of the revenue inc rease for 
the tes t year to be $65,994 , 207 . 

Although OPC has not quantified its position on the amounts of 
the components in this calculation, OPC a rgues that cumulatively 
the a djustments it proposes indicates tha t GTEFL 's rate s should be 
reduced by $126 million. AD HOC agrees with OPC' s prese nta tio n and 
adopt s its position. FCAN argues that no increase is necessary 
based on the positions of OPC . 

The appropriate amount of revenue decrease for 
is a mathemat i cal calculation of our decisions on 
Based on the level of rate base, r a te of return, 
expenses approved in this proceeding, the appropriate 
revenue reduction for t he test year is $14,475,000. 

XI . LEGAL ISSUES 

the tes t year 
other issues . 
revenues and 
amo•mt of the 

We note that while the following issues are characterized a s 
" lega l," the parties have uniformly failed to cite legal authority 
f o r their various posit i ons . 

A. Do the pronounceme nts of the Financial Accounting 
Sta ndards Board l ega lly compel the Commission to any 
specific accountinq method e logy for rate making 
procedures under Flor ida Statutes? 

The Company, and OPC assert that the Commission i s not legally 
compelled to use the pronouncements of the Financial Accounting 
Standa rds Board (FASB) for ratemaking purposes unde r the Florida 
Statutes. OPC asserts , that the purpose of FASB is to determine 
accounting methodologies to be used for ext e rna l financial 
statements. We agree . However , to the extent the FASB 
pronouncements provide reasonable methodo l ogies for recognizing _ 
expenses in a regulatory framework, we find that the pronouncements 
may be used for ratemaking purposes . 
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B. May the Commission substitute SFAS 106 as the standard by 
which it judges whether Company expenses are incurred, 
and if incurred, whether reasonably incurred? 

The Company a nd OPC argue that we cannot substitute SFAS 106 

as the standard by which it judges whethe r Company OPEB expenses 
are incurred and are r easonable . GTEFL asserts that we should 
examine SFAS 106 requirements to independently determine if the 
standards are appropriate. GTEFL further asserts that the 
examination should be based on the evidence in the record and in 
accordance with GAAP. OPC contends we must examine all expenses to 
determine if they are reasonably incurred by the Company and that 
we cannot delegate our authority to FASB . 

We f i nd that the Commission may not delegate its authority to 
FASB. However, we may determine that a methodolog y, such as SFAS 

106 , presented by FASB is appropriate for ratemai-.ing purposes. 
Moreover , we may adopt the basic guidelines found in SFAS 106 , but 

still make adjustments to the OPEB expense calculated under SFAS 
106 by adjusting items such as the underlying assumption, timing or 

benefits . The burde n of proof remains with the utility no ma tter 
what methodology is used to determine an e xpense. Therefo~e, while 
a methodology under a SFAS may be generally acceptable, it is 

incumbent upon the utility to prove that the expense is reasonable, 
prudent, and utility-related . 

c . Should the Commission aoorove expenses which are based 
upon obligations of t he Company which are not legally 
enforceable? 

OPC contends that it is our statutory obligation to determine 
whether identified expenses wi ll actually be incurred . OPC asserts 

that contingent liabilities, such as those included in the 

calculation of OPEB expense under SFAS 10 ~ , are subject to change 
after rates are set . 

GTEFL argues t hat, under opc •s view, few expenses would be 

appropriate for ratemaking because they are not legally required to 
be incurred. GTEFL argues that SFAS 106 expense is no different 
than other legitimate costs of doing business and that SFAS 106 
contains provisions to adjust for changes in the OPEBs expense 
should such action be necessary. 

We find that our statutory responsibility is to set fair, _ 

just, and reasonable rates. To set those rates, we must determine 
what expenses are prude nt, utility-rela ted, and reasonable. When 
using a projected test period, most of the expenses and revenues 
are estimated. The burden of proof then lies with the utility to 
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show that the estimates meet the standards of an allowable expense . 
Since the rates are based upon estimates , the amount of the 
expenses actually incurred will vary from the amounts estimated by 
the utility. The estimates may be high or low. Historically, we 
have employed a range concept partially in recognition of the 
dynamics of expenses. We do not verify that every identified 
expense has incurred; rather we monitor the overall earnings of the 
utility to see that earnings are within a reasonable range. 

We agree that the OPEB expense is subject to change just as 
all expenses are subject to change during the period rates are in 
effect whether the expense is determined from a contractual 
obligation or not . 

XII . RPTE DESIGN AND TARIFF CHANGES 

A summary of the revenue effects of the appruved rates is set 
forth in At tachment I of this Order. 

A. IntraLATA Toll Rates 

GTEFL proposes to significantly reduce its intraLATA MTS toll 
rates , as well as its WATS and 800 rates . The proposed reduct ions 
would yield a 25% decrease in overall rates . No other party took 
a position on this issue. 

The Company cited four m~in reasons for its proposal : (1) MTS 
reductions may re lieve some EAS pressures; (2) MTS and WATS 
reductions may help alleviate the threat of bypass; (3) the Company 
\lishes to price toll to meet competition occurring from the lifting 
o f the toll transmission monopoly; and (4) lower MTS and WATS rates 
would reduce the disparity between intrastate and interstate toll 
rates while maintaining toll rates in the aggregate above access 
charges . 

We do not adopt the Company ' s proposal . However, we do agree 
with the Company that its intraLATA MTS rates a re relative ly high 
and their reduction is a high priority in this case. Our 
disagreement stems from the pressure the Company's proposal would 
put on local rates . Granting the Company ' s proposal would mean 
that in excess of $30 million would have to be r ecovered with other 
services. Even though the Company is faci ng a net revenue decrease 
as a result of other decis ions set forth in this Order, we find _ 
that intraLATA toll reductions do not warrant allocation of all of 
the Company • s excess revenue, plus the millions in local rate 
increases it would take to make up the difference. We find that 
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EAS/ECS pressures are of primary importance, and intraLATA toll 
rates a second priority. 

Accordingly, we approve toll rate reductions totalling 
approximately $15.4 million as set forth in Attachment I of this 
Order. IntraLATA toll includes (1) MTS; (2) Suncoast Preferred 1, 
2 and 3 , Toll-Pac and Valu-Pak (these are derivatives of MTS 
service and are offered as a direct discount from MTS rates); and 
(3) outWATS and 800 Services, and Residence and Business Line 800 
services. In addition, consistent with our subsequent finding 
regarding ECS, Toll-Pac service shall be eliminated. 

B. Time of Day Discounts 

We do not accept the Company ' s filing regarding tim~-of-day 
discounts. Although we approve the reductj o n in the evening 
discount from 35% to 25%, the night/weekend discount shall be 
reduced from 60% to 50% as opposed to the Compa ny's proposal of 
40% . This will bring GTEFL 's discounts more in lin~ with the other 
major LECs. 

C. Intraexchange Private Line 

Intraexchange private line rates and rate structure shall 
remain consistent with our decisions in the GTEFL local private 
line restructure (Docket No. 910967-TL) . We approved the 
r e structure and repricing of intraexchange private line to become 
effective December 1, 1992. 'Order No. PSC-92-0738-FOF-TL) . Phase 
I rates and rate structure are now reflected in the Company ' s 1993 
BAU rate year revenues. The increased revenues from Phase I private 
line have already been offset with BHMOC reductions. Consequently, 
approval of GTEFL's proposal does not result in any revenue impact. 

D. I nterexchange Private Line 

GTEFL currently concurs with Southern Bell ' s interexchange 
private line tariff. The Company co.1tends that interexchange 
private line should mirror the rate structure for the proposed 
Phase III intraexchange (local) private line services, including 
the effects of private line depooling. 

Ad Hoc's position is that the proposed rates compound a bad 
situation by presuming that the cost s tudies which supported the 
original phase III prices were accurat e , and are a good basis upon _ 
which to base pricing decisions. 

We have some concerns about the mirroring of Phase III 
intraexchange (local) private line rates for interexchange private 
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line. However, on balance we find the Company's proposal to be 

reasonable in this case because it will decrease interexchange 

private line r ates , making the service more competitive . 

E. InterLATA Access 

1. Switched Access Volume Election 

GTEFL proposes Switched Access Volume Election servic~ (SAVE) 

as an incentive to its large switched access " customers. " Under the 
proposal, discounts from originating and terminating traffic would 

be calculated based on large customers ' individual usage. The term 

" customer" in this case is actually an !XC' s customer, not GTEFL ' s. 

The program is an attempt to give large end user s and IXCs the 

ince ntive to stay on the switched network. None of the IXC 

intervenors, all of whom would directly benefit from SAVE, endorsed 
the Company's proposal. ATT-C and MCI opposed i t . 

Based on the evidence presented, the potential benefit of the 

SAVE plan is highly questionable at best. We find that the 

revenues required to implement SAVE could be better spent 
elsewhere. Therefore, we deny the Company ' s SAVE proposal. 

2. Other Changes 

GTEFL has propose d several other changes to its tariffe d 

intrastate access offerings . We address them separately as set 
forth below. 

a. Tariff Structure 

The Company ' s proposal is to have its intrastate access tariff 

mirror the structure of its interstate access tariff. 

We have only one concern regardir3 the Company ' s proposal. 

Namely, the access charge time-of-day discounts, eliminated in the 

Company ' s proposa l, should be retained, but revised to the levels 

currently in effect for United Telephone Company of Florida. This 

will mirror the discounts approved supra for MTS, and ensure that 

MTS rates and access rates are comparable. 

ATT-C asserts that if the BHMOC charge is not going to be 

eliminated, time-of-day dis counts should remain as well . It is 

ATT-C's position that eliminating the discounts without reducing 

access charges to offset the increase could put upward pressure on ­

MTS rates. 
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We find that any access charge increases which occur as a 
result of the decision to reduce GTEFL's discounts s ha ll be offset . 
All additional revenues generated by our approved changes shal l be 

applied to the BHMOC charge . 

b. BHMOC 

The Busy Hour Minute of Capacity (DHMOC} is a fixed monthly 
rate per busy hour minute of switched acc ess capacity ordered by 
I XCs. The BHMOC charge is calculated and assessed for each IXC 
connection to a LEC ' s switch. The BHMOC rate is unique to Florida 
and there is no BHMOC charge for interstate access. In past 
proceedings, GTEFL's BHMOC has been reduced from $6.60 to $2 . 33. 

GTEFL proposes to eliminate the BHMOC charge entirely . 
GTEFL argues that eliminating the BHMOC will mitigate the threat o f 
uneconom~c bypass and he lp reduce the intrastate vs. interstate 
access rate disparity . Under the Company ' s proposal , all IXCs 

would receive lower access rates. 

We agree that reducing or eliminating the BHMOC might help the 

competitive market in GTEFL ' s territory and benefit IXCs. However, 
GTEFL's BHMOC charge is rela tively low . Moreover , the Company ' s 
intraLATA toll rates are excessively high and should be reduced 
before access rate reductions are approved for GTEFL ' s intraLATA 

toll service competitors. Thus , BHMOC shall not be r e duced in this 
proceeding, except as an offset to other i ncreases as set forth 
supra . 

c . Special Access 

Ad Hoc's position is that the proposed rates compound a bad 

situation by presuming that the cost studies which supported the 
original phase III prices were accurate, a nd therefore were a good 

basis for pricing decisions . However, we find the Company's 

proposal to be reasonable in this case b~cause it dec~eases rates . 

d . Billing and Collectio n 

Billing & collection services are becoming more competit ive . 
The Company ' s proposal s tructures the rates competitively for l arge 
users who may have alternatives for billing & collection. Rates 
for bill rendering and message bill processing would decrease for 
high volume users and increase for low volume users. Message 
billed processing rates would increase by about $0 . 01 per message __ 

for low volume users. High volume users of MTS/WATS/800 service 
bill rendering would experience about a $0.02 per bill decrease in 
rates . We approve the Company ' s proposal. 



ORDER NO. PSC-93-0108-FOF -TL 
DOCKETS NOS. 920188-TL & 9 20939- TL 
PAGE 100 

F. Extended Calling Se rvice/Extended Area Service 

By Order 25708, we approved GTEFL's Extended Calling Service 
{ECS) Plan for the Clearwater, Tarpon Springs , Tampa, and st . 
Petersburg exchanges . ECS between these exchanges went into effect 
on March 7, 1992. Plant City was added as a n ECS exchange, with 
calling to Tampa. The Optional Extended Community Calling Service 
(OECCS) from the Plant City exchange to the Tampa central exchange 
was cancelled, with the exception of the premium flat rate option . 
The Plant City/Tampa ECS route went into effect on May 2, 1992. 

Under the ECS plan all intraLATA toll routes between the 
affected exchanges are converted to seven digit local dialing. ECS 
calls are billed on a nondistance-sensitive, per-minute b~sis, at 
rates approximately 70% less than current intraLATA toll rates . 
For bus.i..ness customers, this translates to $. 10 for the first 
minute and $.06 for each additional minute, with no off-peak 
discount. Residential customers are charged $ . 25 per call, 
regardless of call duration. In addition to the ECS rates, 
detailed billing of ECS calls is offered as an optional service . 
Bill detail, if reque sted, provides the customer with a list of 
each ECS call made during the billing period. The charge for this 
service is $1 . 75 per month per customer bill plus $.12 per each 
page of ECS billing. 

Unlike PATS vendors who must cap the charge to end users at 
$.25 per message for each ECS call, the re currently is no 
restriction placed upon STS vendors on what they can bill the end 
users for ECS calls . GTEFL argues that it is appropriate to charge 
Shared Tenant Service (STS) providers for ECS calls at the rates 
approved for all other business customers . 

GTEFL proposes to expand ECS to all intraLATA, intra- county 
toll routes that exhibit high volumes of traffic , as demonstrated 
by a CIF greater than 3 . 0, and short distances , defined as 35 miles 
or less. GTEFL contends that i ts curre1 t ECS is the best plan for 
meeting customers ' needs for e xpanded local calling. According to 
GTEFL, ECS ensures that the costs associated with providing the 
service are recovered from those customers using the service . 
GTEFL further argues that the county boundaries in GTEFL ' s service 
territory are reasonable determinations of a customer ' s local 
calling area. 

If a central of f ice provides service to customers physically_ 
located in more than one county, GTEFL proposes that ECS rates 
apply to all intraLATA calls to exchanges in both counties. GTEFL 
argues that this would be l east dis ruptive to both the Company and 
its ratepayers bec ause the Company is unable to restrict the 
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expansion of ECS to physical county boundaries. GTEFL's billing 
system and central offices are designed to bill and route calls 
based upon the originating and terminating NPA NXX of the call . To 
route and bill the calls of customers based on the physical county 
boundaries would require the NXXs of central offices to be assigned 
based upon county location of the customer. A plan of this type 
could r equire s ome customers to change the ir telephone number. 

ATT- C argues that GTEFL ' s proposed countywide extended local 
calling service (ECS) does not address the underlying causes of 
extended area service (EAS) pressure . ATT-C contends that GTEFL's 
proposal will only frustrate a more positive and comprehensive 
approach to satisfying the demand for EAS in Florida. 

Hillsborough County and Plant City oppose GTEFL ' s proposed 
expansio~ of ECS. They argue that, due to the strong community of 
interest between Plant City and the remainder of Hillsborough 
County, we should, rather , order GTEFL to provide EAS for al l Plant 
City exchanges. Plant City opposes the 25/25 Plan . 

AD HOC and FCAN both argue that any expansion of ECS would 
give GTEFL a virtual monopoly over these local long di s tance calls . 
FCAN also agrees with the Plant City and Hillsborough County 
positions. 

FIXCA and MCI maintain that, if this Commission want s lower 
intraLATA toll rates, it should adopt a reduced intraLATA access 
rate system which a llows all toll carriers to provide lowe r prices. 
They also argue that GTEFL has not met its burden of demonstrating 
that its proposed expansion of ECS pricing on these toll routes is 
warranted pursuant to Order No. 25708, issued in Docket No. 910179-
TL (the original ECS Docket). 

Sprint argues that local calling expansion should fully cover 
all costs of such expansion a nd objects to any expansion being 
subsidized by access charges. Sprint also contends that any 
expansion of local calling should be available for resale by l ong 
dis tance carriers. 

1 . Expanded ECS Proposal 

over the las t few years, we have observed continued interest 
in expanded local calling areas from both reside ntial and business 
custome rs. Res idential customers have requested the ability to _ 
call friends, family, businesses, and services in nearby 
communi ties that, in the past, were not thought of as their 
community of interest. Business customers have been desirous of 
expanding their markets by becoming part of a larger "loca l" 
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community. Although we agree with the principle of toll relief, 
ECS may not be the appropriate vehicle for such relief. Moreover, 
not all of the calling volumes for the proposed ECS routes under 
consideration in this Docket warrant toll relief. 

By Order Number 25708, issued in GTEFL ' s initial ECS Docket , 
we stated that, in addition to traffic data, "community of 
interest" considerations should include access to various 
facilities and services such as emergency services, educational 
facilities, medical services, shopping fac1lities, state and county 
governmental offices, principal employers, employment, and 
recreational facilities . GTEFL was able to demonstrate in that 
case that there was a high degree of community of interest which 
warranted the ECS plan. 

Howuver , in the instant case , the only infu rmation which GTEFL 
provided in support of expansion of the ECS plan was traffic data, 
EAS petitions by Frostproof and Manatee and Pasco Counties, and 
customer letters. GTEFL did not present any evidence regarding 
commercial or commuting patterns, population growth, hospitals, 
government centers, and census information on the routes for which 
it proposed expanding ECS. Although GTEFL chose the propos~d ECS 
routes because it believes there is a " customer need for expa nded 
local calling on these routes," it did not prove that s·1ch a need 
exists for the routes i t has proposed . 

2. Countywide Calling 

As support for its view that county boundaries are appropriate 
standards for determining local calling areas, GTEFL referred to 
our decision in Docket No. 910529- TL, wherein we expanded local 
calling on intracounty routes, six of which involved GTEFL 
exchanges. However, that Docket was opened in response to a 
request by the Board of County Commissioners of Pasco County to 
expand local calling. While we have generally responded to 
countywide needs when requested by a community o·r government 
entity, we find a wholesale conversion to countywide calling absent 
such a r equest t o be inappropriate . 

3. Flat Rate EAS 

Traditional EAS was created to provide speci fic areas, which 
had an established community of interest with another area , some 
form of tol~ relief. EAS i s a rate structure plan that provides _ 
local calling at a monthly flat rate between exchanges which have 
demonstrated communities of interest. This arrangement provides 
for nonoptional, flat rate, two-way, unlimited calling between two 
or more exchanges . Typically, a small exchange requests EAS to a 
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larger exchange, which is the case for two of the three EAS routes 
discussed herein. 

We note that several of GTEFL' s proposed ECS routes are 
currently under consideration for EAS. Although GTEFL did not 
propose flat rate EAS for any of its intraLATA routes, it did 
identify the Palmetto/Sarasota and the North Port/Sarasota routes 
as qualifying for two-wa y, nonoptional, flat rate EAS. However , it 
contends that EAS is not the best alternative for these rout es when 
all factors are considered. GTEFL argues that, under flat rate 
EAS, those people who make no calls to the extended calling area 
subsidize those who do. GTEFL concludes that since the ECS rate 
structure is intended to r ecover the cost of the call from the 
person making the call, it is a much more equitable means of 
charging for extended area service. 

We do not necessarily agree that flat rate EAS i s 
inappropriate simply because the c ustomer making the call does not 
pay all of the costs a ssociated with it . If an area qualifies for 
flat rate EAS pursuant to our rules, the petitioning exchange 

should have the opportunity to be surveyed and vote in accordance 
with its preference. 

a . Plant City 

GTEFL argues that the revenues it receives for the calls on 
the Plant City/Tampa ECS plan cover costs , and that these costs are 
recovered from customers who use the plan. GTEFL contends that, 

under a flat rate EAS plan, these costs must still be recovered , 
but they would be recovered from all Plant City customers, 
regardless of whether they make calls to the other Hillsborough 

County exchanges. 

According to GTEFL, the ECS plan, which was implemented in May 

of 1992 , has greatly increased the calli,g between Plant City and 
Tampa. The Company proposes to expand Plan t City ' s ECS calling 
area to inc lude the res t of Hi llsborough County and the Mulberry 

exchange. 

GTEFL a l so notes other options available to Plant City 

subscribers: Optional Extended Community Calling, which allows 
residential customers in Plant City unlimited calling to Tampa 
Central for $8.63 a month; Remote Call Forwarding, which allows 
Plant City businesses to offer toll free calling to their customers _ 

within Tampa for $16 per month, plus 4 cents per message and two 
cents per minute (discounted for off-peak periods), which is also 

available to Tampa businesses to offer toll free calling to their 
Plant City customers; a nd Business Line 800, which offers toll free 
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calling throughout the Compa ny• s territory for $3 per month plus 
usage . The Company contends that these options, combined with ECS, 
allow Plant City and other Hillsborough customers to design a 
calling plan tailored to their needs and calling habits. 

Plant City contends that ECS does not meet its calling needs 
to Tampa . Plant City argues that many of its residents cannot call 
their places of business, schools, hospitals, or doctors without a 
toll charge , and that many businesses are isolated from the rest of 
Hillsborough County by this charge, which heavily impacts tha local 
economy . Plant City further believes that, when its residents 
discover that a charge i s associated with ECS calls , they limit 
such calls . 

Plant City also notes that Hillsborough County a nd the City of 
Tampa have requested that we establish EAS . Plunt City argues that 
because of the implementation of ECS between Pla nt City and Tampa , 
it would be much more difficult to pass a ballot for the 25/25 
option . Moreover, since Tampa customers would also benefit from 
EAS , it would be unfair if only the Plant City residents were 
required to pay an additive. 

Based upon the evidence discussed herein, it does not appear 
that ECS and the other optional plans are fully meeting Plant 
City •s needs. We note t hat Plant City has been petitioning this 
Commiss ion for toll relief since 1985 . By Order No. 14992, issued 
September 23, 1985, we directed GTEFL to implement an optional LEP 
Plan between Plant City a nd Tampa within one year . The LEP Plan 
would allow each subscriber in an exchange to select an expanded 
local flat rate calling scope . 

GTEFL filed a petition proposing a 11 Threshold Plan 11 instead of 
the LEP Plan. The Thres hold Plan is a nonoptiona l calling plan 
which allows each subscriber a specific number of calls for a flat 
rate fee, with a per message charge for each call in excess of the 
threshold call allowance . That case wen: to hearing and, by Order 
No. 18049 1 issued August 26, 1987 , we granted GTEFL •s petition and 
approved the Thres hold Plan . We also directed GTEFL to survey the 
Plant City customers regarding the Threshold Plan. Plant City 
contends that the ballot was delivered to the customers too 
has tily, which made it impossible for these customers to be made 
aware of the situation though a 11 media blitz 11 • The ballot failed. 
Other optional plans were introduced in 1989. However, despite the 
optional toll plans and ECS, Pla nt City still exhibits a desire for _ 
flat rate EAS. 

Based on the record, it appears that there is adequate traffic 
to warrant a ballot for EAS . Upon consideration, we find that the 
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Plant city customers shall be balloted for nonoptional flat rate, 
two-way EAS with regrouping only. 

b . North Port 

North Port/Sarasota is one of the routes which GTEFL 
identified as qualifying for flat rate nonoptional EAS based on our 
rules . Although the North Port exchange has not asked the 
Commission for EAS to Sarasota, the CIF for this route is 3 . 52 
calls per month . The calling volumes from North Port to Sarasota 
indicate that a community of interest exists between the two 
exchanges . Accordingly, we find that the North Port/Sarasota route 
shall be surveyed for nonoptional, flat rate, two- way EAS with 
regrouping and the 25/25 additive . 

c. Palmetto 

The last of the three routes which GTEFL identified as 
qualifying for flat rate nonoptional EAS is the Palmetto/Sarasota 
route . Currently , there are two open Dockets regarding Palmetto's 
desire for nonoptional EAS to Sarasota . In Docket No . 920645-TL, 
Manatee County has requested EAS from Palmetto to Sarasota ; in 
Docket No . 920725-TL, the City of Palmetto has requested 
consolidating the Palmetto and Bradenton exchanges in order to have 
toll-free calling to Sarasota . 

Since Manatee County and the City of Palme tto were not parties 
to this proceeding, and since we are considering this route in 
other Dockets, we find that it would be inappropriate to address 
the matter in this proceeding . 

d . Frostproof 

Since the Frostproof/Bartow, Frostproof/Haines City , 
Frostproof 1 Indian Lakes and Frostpr0of j \Vinter Haven r outes 
exhibited very low calling volumes, we conclude that there is not 
a significant community of interest between these excha nges, with 
the exception of the Haines City/Bartow route . Accordingly , it 
would be inappropriate to take any action on these routes at this 
time. 

4. Expanded ECS 

After eliminating the routes which qualify for flat rate EAS ~ 

(the Palmetto/Sarasota, North Port/Sarasota , and Plant 
City/Hillsborough County routes) we ranked the remaining proposed 
ECS routes. Of those routes, the New Port Richey /Clearwater, 
Zephyrhills/Tampa (all), Mulberry/Tampa, and Mulberry/Plant City 
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routes s ha ll h a v e ECS implemented . The traffic data indicates that 
t here is a strong community of interest . All of the above routes 
have a CIF greater than 4.0 with the e xce ptio n of the 
Mulbe rry/Plant City route. We have included this route, however, 
because to do oth erwise wou ld essentially 11 leapfrog 11 P l ant City . 
We have not included the Myakka/Venice route because we question 
the accuracy of the data pr ovided for this route. 

The Zephyrhills/Tampa (all) r out e customers currently have an 
optional toll plan called Toll-Pac . Toll-Pac allows customecs from 
Zephyrhills to call Tampa a t a $2 . 75 monthly recurr i ng charge , and 
provides a 30 percent discount on cal l s made to Tampa. Since on l y 
about 2 . 4% of the customers have opted for Toll-Pac, it shall be 
elimina t ed once ECS is implemented . 

We do not approve ECS for the r emaining routes proposed by t he 
Company. 

5. STS Providers 

GTEFL proposes to charge STS providers the approved ECS r ates 
for ECS traffic, as opposed to the c urrent local usage rates 
charged to STS providers . GTEFL contends that STS providers should 
be billed the same rates for ECS calls that any other business 
customer is charged . \ve agree. Thus, we approve the Company • s 
proposal. 

G. Loca l Tariffed Services 

In GTEFL witness Klassen ' s direct t estimo ny, h e describes rate 
proposals for all tariffed local services which are not residually 
priced. These services include : dire ctory assista nce , operator 
services, service connection charges, directory lis tings , 
directories , semi-public telephone service equipment , and cus tom 
calling service ( Smartcall) . We address each service issue as 
fo llows : · 

1. Directory Assistance 

GTEFL proposed lowering the cal l allowance from three t o two 
calls per month for local DA (there is no call allowance for 
intraLATA t oll DA) and increasing the rate from $.25 to $.4 0 for 
both local a nd intraLATA DA . Under the company' s proposal, there 
would continue to be no ca ll al l owance for intraLATA DA . 

In Docket No. 820537-TL, Order No . 13 934 (the Access Charge 
Docket), we established a three call allowance for local DA. We 
determined that the public interest required that DA rates should 
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not necessarily be designed to f ully recover cost , but that some 
charge should apply in order to provide some cost recovery and 
deter customer abuse . 

The Company proposes an increase to the charge for DA i n order 
to cover costs and to provide a mark-up to encourage customers to 
use published directories . We agree it is appropriate to increase 
DA to put the rate more in line with the costs of providing the 
service . However, local DA is part of local service, in much the 
same way as a telephone directory . Because of this, we do not 
necessarily agree that the price s hould cover the full cost per 
billable local call . Accordingly, whi l e we find that an increase 
in the per call price is warranted as a move towards covering the 
costs of providing the service, we decline to r educe the local DA 
call allowance f r om three to two calls per month. We find that a 
$.35 rate is reasonable and, will send a pro~er price signal t o 
heavy users of DA. Further, we believe that t his rate incr ease 
eliminates any just ification for changing the loca l call allowance . 

Thus, we approve an increase for both local and intraLATA toll 
DA from $.25 to $ . 35, and to retain the local call allowance of 
three calls per month for local DA. 

2 . Operator Services 

The Company proposes the following i ncreases for local and 
intraLATA operator Services : 

1 . Increas e Station- to- Station Sent Paid Coin, Collect and 
Third Number cal ls from $1 .00 to $1 . 50 . 

2 . Increase Person-to-Person Send Paid , Coin , Collect, and 
Th ird Number cal l s f rom $2 . 50 to $3 . 00. 

3. Increase Busy Line Verification from $.95 ~o $1 . 00. 

4. Increase Busy Line interrupt from $ .4 5 to $.50 

Both the current and the proposed rates for these services 
cover cost s . GTEFL proposes to increase operator services in order 
to supplement local revenues . We recognize that these calls are 
d iscretionary and the cost s hould be recovered from the cost 
causer . However , we find t hat the current rates , except for Busy 
Line Verific~tion and Busy Line Interrupt, are already compar abl e_ 
to what other LECs c harge and provide subst antial contribution. In 
addition, given the Company's negative revenue requirement, we find 
that a n increase in order to provide contribution to local revenues 
i s unwarranted. 
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We approve the proposed Busy Line Verification and Busy Line 
Int errupt rates in order to bring them more in line with what other 
companies are charging . We deny the Company ' s request d S to the 
remainder set f o rth above. 

3. Service Connection Charges 

GTEFL proposes several changes to its service connection 
charges . Specifically, GTEFL proposes the following : 

1) rename the Company's service ordering charges; 

2) decrease the Primary Service Order Charge for residential 
customers from $28.25 to $20.00; 

3) increase the Central Office Line Connection (COLC) charge 
for residential and business customers from $48 . 25 to 
$55.00 and from $53 . 90 to $68.90, respect i v ely; and 

4) increase the Premises Visit charge for residential and 
business customers from $6.00 to $35 . 00 . 

The current Primary Service Order charge is to be r e named 
Network Access Establishment charge; the current Secondary Service 
Order Charge is to be r enamed the Network Access Charge. The 
Company stated that these changes are proposed in order to 
establish uniformity and consistency with tariff and customer 
service a pplication in other GTE South area states. We find that 
such consistency i s appropriate for administrative ease . 

We approve GTEFL's proposed service connection charges on the 
bas is that the Company has provided adequate support in its cost 
studies to warrant an increase . 

4 . Directory Listings 

GTEFL proposed to increase the non-published telephone number 
charge from $2.00 to $2.50, a nd the non-listed telephone number 
charge from $1. 10 to $2 . 00 . Non-published directory listing 
service is a service which restricts the customer's name and number 
from both the telephone directory and from directory assistance . 
Non-listed directory service restricts the customer • s name and 
number from publication in the telephone directory, but allows it 
to be obtaineJ from d i rectory assistance . Since the purpose of _ 
directories is to facilitate communication over the public network, 
this purpose is frustrated when a large percentage of lis tings are 
withheld. 
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GTEFL proposes to increase the rates for these service~ in 
order to provide additional contribution towards basic local 
exchange service rates. Witness Klassen stated in his direct 
testimony that GTEFL "faces increased costs due to the withholding 
of non-published numbers from public access." 

However , given GTEFL ' s negative revenue requirement additional 
contribution towards basic service is unnecessary. GTEFL's current 
rates are already among the highest in the state. Thus, we do not 
approve the proposed increase. 

5. Directories 

Generally, telephone directories are furnished without charge 
to customers as an aid to the use of the telephone system . 
However, customers may purchase extra dire~tories or foreign 
directories, and the Company charges for these at an end-of-run 
cost basis . GTEFL's filing reflects the rates authorized earlier 
this year in Docket No . 910179-TL. We find this to be appropriate . 

6. Semi-Public Telephone Equipment 

GTEFL proposes t o align the recurring and non-recurring 
charges for equipment used to provide semi-public servic~, with the 
costs incurred in providing these services. The changes are based 
on the results of a recent cost study conducted by GTEFL. We 
approve the Company' s proposal. 

7. Smart Call 

GTEFL offers a variety of SmartCall (cus tom calling) features 
both as individual offerings and packaged with several features . 
The Company proposes the following increases to residential 
SmartCall feature charges ordered separately : 

1. Call Forwarding from $2 .00 to r 2 . 50 ; 

2. Three Way Calling from $3.00 to $3.50 ; 

3. Speed Call 8 from $2 . 00 to $2 . 50 ; and 

4. Speed Call 30 from $3 . 00 to $3.50 . 

In addition to increasing these residential custom calling_ 
features, the Company also proposes to implement rate banding for 
business and residential customers for these same features. This 
proposed flexible pricing will provide a maximum and minimum range 
of rates . Currently, banded r a tes exist for such custom calling 
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services as 
Identification. 
schedules . 

Automatic Busy Redial and Calling Number 
Southern Bell and United also have banded rate 

Upon revie w, we find that it is appropriate to increase the 
rates for residential Call Forwarding , Call Waiting and Speed Call 
features . In addition, we approve banded authority for Call 
Forwarding, Call Waiting and Speed Call so that the Company can 
maximize contribution for these custom calling features within the 
preapproved bands as the Company deems appropriate. 

H. Local Exchange Access/Rate Groups 

GTEFL proposes that its current number of rate groups be 
reduced from seven to five . The Company's proposal is baseu on the 
lack of customers in rate groups 1 and 3 . Of the 28 exchanges 
served by GTEFL, only two (Frostproof and Indid n Lake) are in rate 
group 2. The number of access lines in these two exchanges account 
for 0 . 3% of GTEFL ' s total number of access lines. 

The current ceiling for rate group 2 is 25,000 access lines. 
Regrouping rate groups 1, 2, and 3 into a new rate group 1 will 
result in an access line ceiling of 50 , 000 access lines . Under 
GTEFL's proposal, rate increases due to r egrouping will take longer 
to occur than under the curr ent rate group 2 s tructure. ~ollapsing 

the number of rate g r oups will have no impact on customers' 
existing rates. 

GTEFL ' s request to reduce the number of rate groups from seven 
to five is approved. 

I. Residential Message Rate Service 

Currently GTEFL offers a residential local message rate 
service (LMS) option . Under this option subscribers pay 60 percent 
of the specific rate group flat rate. Subscribers are allowed 30 
free calls and pay ten cents per call ·or each call over the 30 
call allowance. 

GTEFL proposes that residential message rate service be 
provided under two options. Under the first proposed option 
subscribers would pay 70 percent of the weighted average flat rate 
and ten cents for each call in excess of the existing thirty call 
allowance. The second proposed option requires that subscribers~ 
pay 60 perceut of the weighted average flat rate . There is no call 
allowance under this option . 
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GTEFL indicates that the introduction of their new service 
options was intended to 11mitigate the effects of the filing for 
customers interested in a low cost alternative to traditional flat 

rate service ... This means that the primary purpose of the 

Company ' s proposals in this issue is to alleviate the rate shock 
customers would experience under GTEFL ' s proposed local flat rates. 

However, the rate shock to GTEFL customers will not occur in 

this proceeding . The Company's projected revenue deficiency has 
become a revenue excess, so significant l ocal r a te increase s will 
not materialize. For this reason, the Company ' s proposal is 
denied. 

We considered sett ing the r esidentia l message rate equal to 
60% of the weighted average residential flat rate . This would 
yield a uniform rate of $6.82 in al l rate group~. However, it the 
impact of this approach on message rate custome~s in the lower rate 
groups would be too severe . Under the circumstances, we find that 
the following rates are appropriate: RG 1 -- $5 . 83; HG 2 - - $6 . 73; 

RG 3, 4, 5 -- $6.82. 

J . Business Message Rate Service 

GTEFL proposes that its business message rate service be 

restructured. GTEFL asserts that there is no basis for business 
customers to have a call al l owance with message rate service or for 
any other type of usage based service. Unlike residential service , 
no publi c interest is advanced by offering the lowest price service 

possible to business customers. We thus concur with GTEFL ' s 
assertion . 

We find it appropriate to change the rates for business 
message services (message rated B1, Bl rotary and PBX trunks) to 
60% of the weighted average flat rates (versus the rate group 

rates) . We also find it appropriate to eliminate the additional 

PBX trunk discount . This is different from the Company ' s proposal . 

However, it is consistent with our decisi~n set forth above. PBX 
message rate trunks are current l y priced equal to measured rate B-1 
lines, and additional trunks a re half of that rate. This makes 

these trunks extremely inexpensive and inappropriately priced. We 
find no basis for this discount . 

The Company shall provide , within 10 days of our decision, a 
calculation of the revenue impact from this action and apply the __ 

amount to reduce its BHMOC rate element. The undetermined dollar 

impact from the elimination of the call allowance shall be applied 
as a reduction to the BHMOC rate element. 
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K. Flat Rate Access Line Services 

GTEFL proposes several changes to its flat rate residential 
and business access line services which alter both rate levels and 

relative rate relationships between services, including : 

(a) increas ing the R1 rat es by a uniform $3. 4 2, yielding 
increases ranging from 29% to 37% ; 

(b) setting rates for residential rotary service equal to the 
proposed R1 rates plus a uniform $2.85 additive; 

(c) increasing the B1 rates by a uniform $14 . 08, yielding 
increases ranging from 47% to 59%; 

(d) setting rates for business rotary £~rvice equal to the 
proposed 81 rates plus a uniform $7.J 5 additive ; setting 
rates for PBX trunk service equal to t he proposed B1 
rates plus a uniform $14.80 additive; increasing the rate 
for semi-public access lines from 70% to 125% of the B1 
rate; a nd increasing the rate for STS access lines from 
60% to 80% of the PBX trunk rate. 

Ad Hoc argues that GTEFL ' s proposals to i nc rease D- 1 rates, 
its proposal to increase B-1 rotary and its proposal to increase 
PBX trunk rates should not be approved because these rate increase 
proposals are based upon antiquat ed , non cost- based pricing 
methodologies and should bQ rejected. Additionally , GTEFL ' s 

failure to propose pricing changes for CentraNet , which competes 

with CPE not provided by the Company shows that GTEFL has e ngaged 
in highly selective and discriminatory pricing . The City of Plant 
City also objects to incre ases for these services . 

1. R-1 , B-1 Local Service 

GTEFL proposes an increase to its lot al rates of approximately 
28% , generating additional revenues of $95 million . The Company 
maintains that this increase would spread its revenue requirement 
ove r the most equitable customer base . 

Since the revenue requirement requested by GTEFL has been 
denied , we find that no rate increase is necessa1 y for r esidence 

and business flat rate local r ates . 

2 . Business Restructure 

Because of the overall revenue requirement decrease in this 
case, we find it appropriate to require some d ecreases to business 
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B-1 Rotary and PBX trunks to bring them closer to the existing B-1 
rate . This is consistent with the testimonies of witness Metcalf 
of Ad Hoc and witness Klassen of GTEFL. Witness Klassen expressed 
the need to bring business rates closer together as a result of 
developments in CPE technology and the need to price business 
services closer to their relative costs. 

Witness Metcalf proposed the initial stage of a repricing of 
business services. His proposal would involve establishing the 
rates for these services on three underlying cost characteristics: 
interconnection to the network (loop}, network usage, a nd variou s 
additional functiona lities (e . g ., signaling, conditioning). 

We agree that business services are priced farther apart than 
their relative costs indicate . Although the true costs of business 
access lines are difficult to determine, t he relative cost 
differenc es among B-1, rotary, and PBX service a re not. 

The Company provided a cost summary of the r e lative costs of 
the three services. We do not necessar ily agree with the specific 
cost levels of the Company ' s study . However , we do note the 
relationship of the cost components to one another ; business 
service price differentials are far greater than the differences in 
their costs. 

The Company recomme nded the B-1 rate be moved upward towards 
the PBX rate. This was consistent with the Company's proposal to 
raise local r ates $95 million . Since the Company will not need to 
raise local rates, the PBX and B-1 rotary service rates shall be 
decreased to more properly reflect their relative cost differences 
with B-1 service . We further find that residential rotary service 
shall be decreased to 125% of the R-1 rate from the present 150%. 

3. Other Rate Changes 

We shall require an increase to the semi-public access line 
rate. Semi - publ i c t elephones are pay telephones that do not have 
24-hour access. They can be located inside businesses or other 
places that close after certain hours. The rate shall be increased 
from 75% of the B-1 rate to 100% of the B-1 rate. This is 
consistent with our decision made in a recent Centel rate case 
(Docket No . 891246-TL). The target rate for semi-public access 
lines is 125% of the B-1 rate, but we generally accomplish this in 
two phases . 

The Company also proposes increasing the Centranet Network 
Access Register (NAR) rate from 47 % to 57% of the PBX trunk rate. 
The Company argued that, under its proposed rate structure, an 
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arbitrage opportunity would be created if the NAR r a t e is not 
increased. Witness Klassen explained that it would be cheaper for 
a customer to get a single Centranet line and a NAR than it would 
to get a B- 1 rotary line. This is inverse to the relationship 
desi red between Centranet and B-1 rotary . 

We find that the change is not necessary under our approved 
business rate structure . GTEFL proposes to move the B-1 rate up to 
the PBX rate, leaving the PBX rate virtually untouched. This would 
make B-1 rotary service (a function of B-1 service) overtake the 
NAR rate because the NAR rate would stay the same function of a 
stationary PBX rate. Instead, PBX and B-1 rotary shall come down 
to the B- 1 rate in equal proportions. Thus, any rates tied to 
either the B- 1 or PBX will maintain their relative relationships . 

The Company proposes to maintain Information system Access 
Lines ( I SAL) at the same level as busines: s PBX trunk rates. 
However, in the Company' s current tariff ISAL rates are two times 
the busi ness flat rate (which equals the current PBX rate) . We 
believe this to be an oversight on the part of the Company , and 
agree that the ISAL should equal the PBX trunk rate. GTEFL shall 
file a tar iff page ref lecting the correct rate and language. 

Final ly , the Company proposes raising the STS rate from 60% to 
80% of the PBX trunk rate. This change is intended to keep STS 
access lines at , or abov e , PATS access lines, again under the 
Company ' s proposed rate structure . If the Company's rate proposa l 
were approved, the PATS rate, as a function of the B-1 rate, would 
overtake t he stationary STS rate . In that instance , the STS rate 
would n eed to be increased . Hmvever, STS lines will still be 
slightly above the PATS access line rate under our approved rates. 
Thus, the Company ' s proposal is denied . 

L . Vacation Service 

GTEFL proposes that the monthly charge far· residential 
vacation service be increased from th<. current $5 . 50 to $8.3 5 . 
GTEFL also proposes a monthly charge of $25.95 for business 
vacation service. Both c harges are the same across a l l rate groups. 
The proposed monthly charge for residential vacation service 
reflects 56% of GTEFL's proposed weighted average flat rate for 
residential service while the proposed monthly charge for business 
vacation service reflects 60% of the Company's proposed weighted 
average f l a t rate for business service . 

In the case of vacation service, there is no usage and the 
monthly rate should reflect this. Because of the similar usage 
factors for message r ate service and vacation service, a monthly 
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charge based on 50 percent of the weighted average flat rate is 
appropriate. 

The Company also proposes the application of a Temporary 
Suspension of Service Ordering Charge. The purpose of t his charge 
is to recover the cost of connecting and disconnecting vacation 
service. This charge is similar to that charged by other local 
exchange companies. It is also equal to the charge for 
disconnecting and restoring regular service . The procedures 
involved in connecting and disconnecting both r egular serrice and 
vacation service a re similar . Accordingly, we find the Temporary 
Suspension of Service Ordering Charge is appropriate. 

Since vacation service is not based on usage, a monthly 
service charge based on fifty percent of the weighted average flat 
rate for residential and business service is arpropriate. GTEFL ' s 
proposal to recover the costs incurred via the connection and 
disconnection of vacation service by applying a onetime service 
ordering charge is also appropriate. 

M. Miscellaneous Changes 

1. Monthly Itemized Bills 

Rule 25-4 . 110, Florida Administrative Code requires that the 
telecommunications compunies issue bills monthly and that each bill 
show the delinquent date, provide a clear listing of all charges 
due and payable and contain the follov.1ing statement : " written 
itemization of local billing available upon request ." In addition , 
the Rule requires that itemized bills be provided with the first 
bill rendered after service is initiated or changed, and at least 
unce a year thereafter . The annual itemized bill will contain an 
e~planation of the itemization, and advise the customer to verify 
the items and charges 

GTEFL asserts that the Company i s in compliance with the 
existing Rule. The Company itemizes u ll customer bills on an 
annual basis, and also whenever there is any service activity or 
rate c hanges affec ting a customer ' s local service. We find that 
this procedure is adequate and affords customers ample information 
regarding their bills . We also agree with GTEFL that there is no 
evidence to suggest that a change is warranted. 

2. Miscellaneous Tariff Changes 

GTEFL has proposed no changes to the following items either 
because the rates for these services were rece ntly adjusted , or are 
market based and cover costs . We address each of these services 



ORDER NO . PSC- 93 - 0108-FOF- TL 
DOCKETS NOS . 920188-TL & q20939 - TL 
PAGE 116 

individually in order to determine whether any rate c h ange is 
appropriate . 

a. A2. General Regulations 

Section A2 includes Order Cancellation Charges , Returned Check 
Charges , a nd Late Payment Charges . The Order Cancel lation Charg e 
is assessed when installation, rearrangement , or modification of 
facilities or equipment has been started and then cancelled by the 
customer . No specific rate is indicated in the Company ' s tariff 
for the Order Cancellation Charge . The charge assessed is e qual to 
either 1) a charge equal to the estimated costs incurred in t he 
installation, less the estimated net salvage, or 2) the charge for 
the minimum period of the service ordered by the subscriber, plus 
the f ull amount of any termination charges applicable. We fi nd 
that the charges are still appropriate . 

The Company ' s current Bad Check Charge rema ins at $15.00 . We 
note tha t Section 832 . 07 Florida statutes allows a $20 charge or 5% 
of the value of the check , whichever is greater. The legis lation 
does not r equire the Company to charge this amount , but ins t ead 
allows them to charge up to this amount . We approve the Bad Check 
Charge as filed. 

The Company currently i mposes a Late Payment Charge of 1. 5% to 
each customer ' s bill when the previous month' s bil l has not been 
paid in full prior to the next billing date . The Company contends 
that this amount is s till appropriate . We agr ee . In addition, 
GTEFL is in compliance with the provisions of the Florida Prompt 
Payment Act , Section 218 . 70- 218.79 , Florida Statutes , under which 
counties and municipalities are assessed a 1% l ate charge 45 d a ys 
after presentation of the bill . Therefore, no change in either 
l a te payment charge is necessary . 

b. A5 . Charges Applicable Under Spec ial Conditions 

Items in this tariff section incl ..1de special construction , 
special service , and contract service arrangements . All of these 
arrangements are based on the cost , maintenance, and operation of 
the arrangement and thus are done on a case-by-case basis . 
Accordingly, we find that no changes are necessary . 

c. AS . Telephone Answering Service 

Telephc ne Answering Service is when the Company provides 
facilities for use by telephone a nswering bureaus in order to 
provide telephone answering service. This service was addressed in 
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Docket 910697-TL, the Company's recently approved local private 
line tariff filing, and we find that no changes are needed . 

d . AlO. Digital Network Services 

Digital Network Services (other than Digital Channel Capacity) 
include Switched Data, Integrat ed Services Digital Network (ISDN), 
and Customer Network Control ( CNC) . Switched Data is a digital 
data transmission service which provides a data link between two 
switched data users via the switched network. This service was 
approved in Docket Number 910259- TL . 

ISDN is a central office based service arrangeme nt which 
provides for local exchange access , interexchange access, business 
group communications and feature packages. The rates for ISDN were 
approved in Docket Number 910534 -TL. 

CNC service provides customers flexibil ity in managing and 
reconfiguring their special service netHorks. It is a central 
office bas ed service which enables customers to electronically 
reconfigure their private lines services from one line to another 
line controlled from a single customer ' s locntion. These r ates 
were approved i n Docket Number 920280-TL and became effective April 
25, 1992. In tha t these are recently tariffed services a ll of 
which cover their respective costs, we find that no c~anges are 
necessary. 

e. A12, Centrex Service 

A CentraNet tariff restructure was filed with the Commission 
in 1991 (Docket Number 910630-TL) . We have reviewed these rates 
and find them to be appropriate market based rates and to cover 
costs. We find that, other than the changes to CentraNet NARs 
discussed supra, no changes to GTEFL ' s centrex service are 
necessary at this time . 

f. Al3, Miscellaneous Service Arr1ngements 

The Miscellaneous Service Arrangements section consists of 
numerous offerings such as Extension Line Channels, Touch Call 
Service , Special Billing, Smart Call, 976 Dial-It, and Direct 
Inward Dial/Identified Outward Dialing (DID/IOD). All of the 
services in this section are vertical/discretionary servi ces a nd 
have been changed in one form or another wi thin the las t few years . _ 

However, there is one service in this secticn which we believe 
warrants some discussion and that is Touch Call. At the service 
hearings held in Tampa, Sarasota, and St . Petersburg, several 
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customers mentioned that they were displeased that they had to pay 
a separate rate for Touch Call . 

This Commission has, whenever possible, tried to el i minate the 
touch tone element . 

GTEFL witness Klassen in his revised testimony proposed that 
the Company' s embedded gross receipts tax (GRT) b e separately 
stated on customers ' bil ls. This means tha t unless r ates are 
reduced even if a tariffed rate did not change , the customer 's 
total bill would change . As an example , a $10 . 00 rate has clmbedded 
in it a $. 15 GRT. If the rate is not changed and the GRT is 
separately stated, the customer ' s bill will go up to $10.15. All 
GTEFL rates have GRT embedded. Rather than decrease all r ates by 
1 . 5% , in several other cases where we have approved unbund l ing the 
GRT, we have attempted to change a rate which touches man y 
cust omers . The amount of the embedded GRT is $8, 4 4 9, 071. The 
amount of revenue derived from Touch Calling in the test year i s 
$9, 095,994 . In this case , we find that GRT shall be separately 
stated and that the touch calling charge shall be eliminated . 

g . A15, Connection of Customer-Prov ided Termina l 
Equipment and Communications Systems 

The Trouble Location Charge of $65 .00 is the only charge in 
this section . This is a non- recurring charge for each repair visit 
to a subscriber ' s premises in connection with a service difficu lty 
when it is determined that the diff iculty is due to a condition in 
the customer-provided mvltiline terminal equipment or 
communications system, or is due to a condi tion in the ins i de wire 
on the subscriber's side of the multiline system demarcation point. 
This rat e element applies only to multiline customers . 

Although the Company has not completed any recent cost studies 
(the last c o s t study was completed in 1987) pertaining to multiline 
trouble location charge, we find no reason to believe a r ate change 
is r equired . Thus , the current rates sha ll remain in effect . 

h. Al7, Mobile Telephone Service 

This service is old and almost obsolete . The Company is 
currently evaluating this service offering . GTEFL has no intention 
of deleting the mobile telephone service in the near future because 
the Compan y believes that the "existing frequencies" used by mobile _ 
telephone service have value and worth protecting even considering 
the declining revenue. We find the Company ' s rationale to be 
reasonable . However , when there are no longer any customers , we 
fi nd that the Company s hould consider eliminating the service . 
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i . A20. Interconnection of Mobile Services 

As a part of our Order Extending •rnriffs Expiration Dates 
issued December 12, 1988 in Docket No. 870675-TL, we approved the 
Mobile Service tariff currently in existence . The tariff contains 
the rate structure and the rate l evel for the Interconnection of 
Mobile Services. In that Docket, we also approved for all mobile 
carriers the rates for trunks and trunk terminations in the LEC's 
current CMC t ariffs . 

While the rate level for usage \vas tied to the access rates 
being charged on intrastate rates, the interconnection charges were 
not. With the exception of the automatic flow-through of changes 
in the access rates, neither the usage element nor the 

interconnection elements have been changed in either level or 
structure since the aforementioned Order was entered. These rates 
and structures were negotiated on a statewidr basis betwee n the 
LECs and the mobile carriers. We do not find it to be appropriate 

(nor has any party proposed) to change them in t h is case. 

j. A23 , Interconnection of Local Exchange Services 
to Shared Tenant Services 

We authorized reductions to usage charges for shared tenant 

services {STS) in Docket No. 910783-TS (Orde r No . 251 E'9 , issued 
October 8, 1991), to mirror the usage rates previously approved for 
nonLEC PATS providers. Other than the revisions to STS access 
l ines rates addressed in the insta nt Order, we find that no other 
changes are appropriate at t h is time . 

k. A24. Emergency Reporting Services (911 a nd E911l 

This service is currently unde r r e view by the Company. The 
Company may propose minor tari f f modifications for this service 

within the next year . Hence, no changes are necessary at this time . 

1. A27 . Equipment for Disabled Cu! tomers 

In Docket No . 830202-TP, Order No. 13906, (the Hearing 
Impaired Docket) we decided that because of the specialized 
customer premises equipment and its importance in providing network 

access to hearing and speech impaired persons, this equipment 

should be priced to cover fully allocated costs without inclusion 
of a rate of return on the investment component. GTEFL asserts _ 

that, because of the unique nature of and limited demand for this 
equipment , no changes are appropriate. We agree , but suggest that 
GTEFL conduct a cost study to ensure that this equipment is still 

priced at cost. 
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m. A28 , Personal Page Signaling Service 

The rates for this service were approved in Docket Number 
9200204-TL in 1992. Based on the cost study presente d in that 
Docket, the rates for this service are market based and cover 
costs. Thus, no change is necessary . 

n. A108-A3 12 , Obsolete Tariff Offerings 

The Company has no t proposed any rate changes for obsolete 
tariff offerings . It is GTEFL ' s inte nt to migrate custome rs from 
these services to other services through various marketing efforts . 
We find this to be appropriate . However, as customers are moved to 
other sui table services , GTEFL should begin to eliminate the 
obsolete services. 

o. E9, Directory Assistance Access Servi~e 

Directory Assista nce Access Service provides : (1) Directory 
Assistance access to Directory Service locations, (2) the use of 
Directory Assistance Service access equipment, and (3) the use of 
Directory Assistance operators to provide telephone numbers. GTEFL 
has not proposed any changes to the Directory Assistance Access 
Service due to the increasingly competitive nature of this service. 
GTEFL asserts that since its subscribers are able to o htain this 
service from other sources such as electronic white pages, their 
demand is ve ry sensitive to any price change. 

We agree that no changes are necessary at this time since the 
rates for this service were recently approved and are identical to 
those charged by other LECs . 

p. El4. Special Cons truction 

This section includes r a t e elements for customers who have 
Individual Case Basis or Contract arrangements with GTEFL . After 
a special construction contract i s ordered following the 
regulations in A5, cost studies are performed and rates are 
determined at the beginning of the contract and are in effect for 
the period of the contract. No rate changes are appropriate for 
this section because these contracts will remain in effect through 
the 1993 time period. 

q. Other Items 

The majority of the revenue categories referred to in this 
section are nontariffed items which were examined during the 
revenue requirements phase of this proceeding. We note that the 
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revenue requirements impact of depooling intraLATA private line 

(which accounts for the elimination of private line settlements) 
was dealt with in the revenue requirements phase of this 
proceeding; the implicit shift in r evenue recovery is accounted for 
in our rate des ign considerations . Other\vise, we find that no 
changes are necessary . 

N. Tarif f Effective Date 

We approve the following stipulation: 

The Company will file tariffs on December 31, 1992 with an 
effective date of January 6, 1993 . 

0 . Customer Notification 

We approve the following stipulation: 

Customers shall be notified of any rate changes with a bill 

insert in their first bill after the effective dates of the rate 
change. 

P. Bill Stuffer Information 

We approve the following Stipulation : 

a) An overview of the case and a summary of the final order; 

b) a summary of services for which rates have been adjusted 
(current r ates and approved rates lis ted side by side); 

c) a statement that information on new rates is available 
from each of the Company ' s business offices and service 
centers; and, 

d) an explanation of the credit for discontinuance or 
modification of service and hoY it may be obtained. 

The bill stuffer shall be submitted to staff for review within 
five days of the Commission vote . 

Q. Cross-Subsidy a nd Investment 

1. Competitive pn~ Effectively CompctitJve Servi ces 

FCTA raised the issue of whether GTEFL should be allowed to 
cross-subsidize its entry into competitive or effectively 
competitive services. Certain forms of cross-subsidization are 
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explicitly forbidden by statute. Specifically , Section 
364.3381(1), Florida Statutes, prohibits aLEC from subsidizing a 
competitive service where t he source of the subsidy is r evenue 
derived from monopoly services subject to our jurisdiction. FCTA 
asserts that the cross-subsidization prohibition applies to two 
classes of services: competitive serv1ces and effectively 
competitive services. GTEFL agrees that Section 364 . 338 1 applies 
to effectively competitive services , but argues that it does not 
apply to " competitive services11 because the statutes do not 
recognize the existence of any such class of service . 

Section 364 .02(3), Florida Statutes, defines 11 munopoly 
service 11 as a service for which there is no effective competition, 
either in fact or by operation of law. We find that this 
definition supports the Company ' s claim that the cross­
subsidization prohibition applies only to effectively comp~titive 
services. 

Neither FCTA , the proponent of this issue, nor any other party 
to this proceeding submitted any testimony or exhibits pertinent to 
this matter . Other than attempts by FCTA during cross-examination 
to have Company witnesses agree that GTEFL provided "competitive 
services ," as this term is used in Section 364.3381, we find that 
there is no evidence in the record to s upport FCTA ' s position. 
In summation , cross-s ubs idization of competitive services by 
monopoly services, where 11 competitive services 11 is unde:stood to 
denote effectively competitive services, is prohibited by statute. 
Beyond noting these statutory restrictions, the record in this 
proceeding supports no further conclusions. 

2. Basic Telephone Service 

FCTA also raised this issue regarding whether GTEFL's basic 
telephone rates should be based on the most cost effective me ans of 
providing service. Neither FCTA nor any other party in this 
proceeding submitted direct testimony which addressed this issue . 
The record was developed by FCTA during cross- examination of 
various witnesses . GTEFL has not taken a 1 y position on this i ssue , 
other than to s tate that it does not understand the i ntent of the 
issue . 

FCTA asserts that "most cost-effective" is the least costly 
alternative of providing service to the customer . FCTA asserts that 
basic telephone service includes local , long distance, switched _ 
interconnection and access services for both data and voice 
communications . FCTA contends that custom calling features, such 
as call forwarding, would not be considered basic telephone 
services because they are a complement to basic service . However, 
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FCTA asserts touchto ne would be a basic telephone service because 

it eases access to the network for the customer and is the least 
cost manner of providing the service. 

Intermedia defines basic telephone service as residential and 
business access lines and related switching functions, excluding 
private line or high capacity facilities. Intermedia does not 
consider high capacity facilities, such as DS- ls and DS- 3s, basic 
telephone services because they are not absolutely necessary to 

provide basic telecommunications . 

One element common to GTEFL, FCTA and Intermed ia in defining 

basic telephone service, is whether or not there are competitive 
alternatives to a particular service . 

Based on the evidence and testimony offered in this 
proceeding, we find that no unique characte t ization of "basic 
telephone service" can be drawn from this r e cord. However , 
Section 364.01 (3) (a) and (e), Florida Statutes provides that the 
Commission shall exercise its exclusive jurisdic tion in order to: 

(a) " Protect the public health, safety, and welfare by 
ensuring tha t basic telecommunications services are 
available to al l residents of the state at reasonable and 
affordable prices . 11 

(e) "Recogn ize the continuing emergence of a competitive 
telecommunications environment through flexible 
regulatory treatment of competitive telecommunications 
services, where appropriate , if doing so does not reduce 
the availability of adequate basic local exchange service 
to all citizens of the state at reasonable and affordable 
prices, ... 11 

Althoug h Section 364 . 02, does not define basic 
telecommunications services or basic local exchange telephone 

service, the language in the Statute emphi sizes the importance of 
providing services to all customers at reasonable and affordable 
prices . Thus, we find that GTEFL ' s basic telephone rates shall be 

based on the most cost effective means of providing basic telephone 
service. 

3. Competitive v. Monopoly/Intrastate Inves tments 

FCTA raised this issue of whether GTEFL should segregate 
revenues and expenses between competitive and monopoly services. 
FCTA contends that the Company offers various services for which 

there is competition from other providers, as well as monopoly 
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services for which it faces no competition. FCTA highlights 
statements by Company witnesses which indicate that it needs to 
r estructure rates for certain services in order to be competitive 
with other providers. Thus, since GTEFL is a regulated monopoly 
that offers both "competitive" and "monopoly" services , FCTA 
concludes that the Company is subject to the cross-subsidization 
requi rements of Section 364 . 3381(2), Florida Stat utes. Moreover , 
FCTA asserts that any rates approved in this proceeding should be 
conditioned upon the outcome of further proceedings wherein GTEFL ' s 
intrastat e investments and expenses are segregated between monopoly 
and competitive services, to ensure that monopoly services are not 
subsidizing competitive services . Ad Hoc and Intc rmedia apparently 
endorse FCTA's position, a lthough they are silent as to any 
specifics . 

GTEFL asserts that the Company cannot be subject to the 
cross-subsidization r estrictions of Section 364 . 3 381 \ 2) as 
interpreted by FCTA because the Florida Statutes do not recognize 
" competitive service" as an identifiable category . 

FCTA was unable to establish that the existence of 
competition in the economic sense was sufficient to require the 
implementation of Section 364.3381(2). Moreover, since FCTA 
presented no affirmative case and no other party presented 
testimony on this matter, we are una ble to conclude that the 
existence of economic competition for a given service is sufficient 
to trigger the process in Section 364 .3381 . Accordingly , che r ecord 
in this proceeding is ins ufficient to support a deter mination that 
the Company should be required to segregate its intrastate 
investments and expenses between competitive and monopoly services. 
We have found no r ecord support for FCTA ' s claim t hat any r ates 
authorized in this case should be conditioned by subsequent 
proceedings dealing with the segregation of investments and 
expenses between monopoly and competitive services. 

4 . Allocation of Costs of Joint Facilities 

FCTA asserts that Section 364 . 3381 , Florida statutes requires 
the costs of joint facilities to be allo~ated between monopoly and 
competitive services in accord with a Commission-prescribed 
allocation methodo logy. Neither FCTA, the proponent of this i ssue , 
nor any other party submitted testimony o n this matter . Moreover, 
FCTA did not explicitly discuss cost allocations during its cross­
examination of a ny witness during the hearings . FCTA phrased this . 
i ssue to inquire how any such allocations should be performed . 
However, FCTA's position is not responsive to the issue but, in 
effect, merely s tates that allocations must be performed . 
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Although Ad Hoc did not address this issue in its testimony , 
it assert s that the direct costs of monopoly and competitive 
services, respectively, should first be identified, and then the 
remai ning costs be assigned to these two categories on a pro rata 
basis. 

I ntermedia ' s position appears to be that instead of an 
allocation of costs be tween monopoly and competitive services, a 
resale requirement should be imposed as a safeguard against cross­
subsidization. As envis i oned, the resale requirement would require 
that GTEFL r esell to its competitors the use of certain services at 
the same cost that is implicit in the rates the Company charges its 
customers for those services . Although the resale proposal would 
ensure Intermedia ' s competitive position in the market for those 
servi ces also offered by GTEFL, Intermedia witness Tolliver 
admi tted during cross-examination that his proposal would not 
ensure that cross-subsidization did not occur. 

We find that the r ecord in this proceeding is void of any 
substantive evidence which would provide guidance clS to how to 
allocate joint costs between monopoly and competitive services . 
Accordingly, we find that it is not possible t o provide a 
meaningful resolution of the issue as presented in this record . 

5. Video Transport Service 

GTEFL does not currently provide any intrastate or interstate 
video transport services . Howeve r, during the c ourse of the 
hearing GTEFL announced that it had filed a video transport 
services tariff with the FCC. 

FCTA asserts that GTEFL ' s investments and costs for video 
transport service have not been appropriately identified and 
accounted for separately. FCTA argues that the Company wi l l incur 
$2 . 7 millio n in direct costs associated with the construction of a 
video transport network in Tampa. Furthermore, FCTA questions the 
use of common assets, such as conduit; being used to provide 
housing for monopoly wires and for the ... ." ibers . FCTA entered no 
evidence i nto the record to subs tantiate its claim that the Company 
has inappropriately identified and accounted for t he expenditures 
associated with video transport service in this rate case . 

GTEFL argues that the interstate video transport service, when 
it becomes available , would be assigned to the interstate ~ 

jurisdiction. Since the separations procedures provide for direct 
assignment of costs for all wide band a nd broad band services , 
these cos ts will be directly assigned to t he interstate 
jurisdiction. GTEFL also r esponds to FCTA's concerns rega rding the 
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treatment of common assets, such as conduits, and common costs, 
such as general administrative costs; the Company conducts traffic 
studies analyzing circuit records, various service records, a nd 
other accounting r ecords to identify where there may be common 
usage of assets. 

We note that FCC Part 36 provides specific guidelines for 
separations between interstate and intrastate for these costs and 
find that no evidence has been introduced to indicate that the 
Company is not in compliance with FCC Part 36. Thus, we find that 
the Company is appropriately identifying and separating the costs 
associated with interstate video transport service. 

6. 

FCTA 
regulated 
accounted 
record to 

7. 

Costs & Revenues/Non-Regulated Services 

asserts that the Company 's costs and revenues fr0m non­
services have not been appropria tely identified and 
for separately. However, we find no support in the 
substantiate FCTA ' s assertion. 

Overhead Allocations & Affiliate Transactions 

FCTA asserts that the Company • s overhead allocations a nd 
affiliate tra nsactions have not been properly accounted for in this 
case . However, we find no support in the record to substantiate 
FCTA ' s assertion . 

8. Replacement of Copper with Fiber 

We appro~e the following stipulation: 

"The depreciation rates stipulated to by the parties are 
prudent for the provision of basic local telephone services as they 
are currently offered. 11 

It should be noted that the parties in this Docket who were 
not parties in Docket No . 920284-TL do not oppose the stipulation 
of this issue. However, they do not jo n the stipul ation in this 
Docket regarding the meaning of a stipulation approved by the 
Commission in the depreciation Docket. 

XIII. FINDINGS OF FACT 

FCTA has submitted proposed findings of fact to this 
proceeding pursuant to Rule 25.22.056 (2), Florida Administrative 
Code. The procedural order in this Docket (Order No. PSC-92-0821-
PCO-TL) provides that: 
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Proposed findings of fact a nd conclusions of law are 
not required. However, if proposed findings of fact 
are submitted, each one must cite to the record, 
identifying transcript page a nd line. All proposed 
findings of fact which relate to a particular issue 
shall be grouped together and shall identify the 
issue number to which they relate. 

The four FCTA proposed findings do not comply with the 
aforementioned requirements. In each of its proposed findings, 

FCTA fails to tie the proposed finding to any specific issue ; 
additionally, FCTA fails to id.entify the transcript lines for cited 
support . Moreove r, FCTA fails to cite to the transcript in s upport 
of its fourth proposed finding , and fails to provide any support 
for its third proposed finding . 

Moreover , it appears that woven in its proposed findings, FCTA 
asks for c onclusions of law. By way of clarific a tion, we note that 
we have not concluded under the Florida Statutes that there is 
being offered a competitive service , at least in t r is Docket , for 

which it is appropriate to implement the Statutory requirements 
with respect to the segregation of revenues and costs. 

A. First Proposed Finding of Fact 

FCTA proposes the fo llowing: 

The Commission finds that GTEFL is currently offering 

monopoly telecommunications services and 
telecommunications services which are offered by other 
telecommunications services providers in competition with 
GTEFL. 

As support, FCTA cites v arious transcript references for 

testimony that competition exists for some services provided by 
GTEFL. Based on these cites FCTA concludes that "The testimony of 

Witnesses McLeod, Foster and Tolliver that GTEFL offers both 
monopoly telecommunications services and telecommunications 
services which are offered by other providers in competition with 

GTEFL is not disputed or contradicted by any witness in this 
Docket." We note that Mr. Fos ter is not a witness in this 

proceeding, but counsel for GTEFL ; perhnps FCTA intended to refer 
to GTEFL witness Fulp. 

We have concerns regarding the factual conclusion which FCTA 
wishes us to reach. Fundamentally, it appears that FCTA is 
attempting to establish the existence of a legal disti nction --
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monopoly telecommunications services versus competitive 
telecommunications services -- for which there is no support in the 
record. FCTA cites, for example , the testimony of Intermedia 1 s 
witness Tolliver that his company competes with GTEFL for the 
provision of certain types of services. However , in spite of 
attempts by FCTA 1 s counsel during cross-examination of witness 
Tolliver to have the witness introduce the s tatutory defin ition of 
competition, Mr . Tolliver limited his responses to "the business or 
economic sense, not the statutory definition." Similarly, GTEFL 
witness McLeod, testifying in response to FCTA 1 s cross examination , 
made it quite clear that he was responding to questions regarding 
competition solely in the economic sense, not in terms of the 
Florida Statutes . 

The Florida Statutes provide for a regulatory framework within 
which meaning is ascribed to a distinction between monopo ly a nd 
competitive telecommunications services. See. e . g., Section 
364 . 02(3), Florida Statutes. However, we find that the record is 
unequivocal that competition-related matters were not discussed 
from a regulatory perspective. Accordingly, while the record 
appears to contain ample evidence to support a finding that 
economic competition exists between GTEFL and other providers for 
certain telecommunications services in some submarkets, we find 
that the record relates solely to the economic notion of 
competition, and that no i nference regarding "monopoly services" is 
warranted . Thus, the proposed finding is rejected . 

B. Second Proposed Finding of Fact 

FCTA proposes the following : 

The Commission finds that GTEFL intends to provide video 
tra nsport services which are offered by other 
telecommunications services providers in competition with 
GTEFL . 

GTEFL witness McLeod acknowledged that the Company anticipated 
filing an inters tate tariff to offer vid o transport services, and 
that since cable television ope rators in GTEFL's service area also 
transport video, they are competitors in the economic sense . 
Intermedia witness Tolliver also stated that his company was 
capable of offering video transport service and would be in 
economic competition with GTEFL ' s anticipated video transport 
service. GTEFL subsequently indicated that it filed a video band _ 
services tariff with the FCC on October 13, 1992 . FCTA concludes 
that the competitive nature of the video transport service which 
GTEFL intends to offer is not disputed or contradicted by a ny 
witness in this Docket. 
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Based the record, we find that GTEFL intends to offer video 
transport service in its service territory, and that other 
providers either do offer, or are capable of offering, a similar 
service . Thus , we adopt FCTA ' s Second Proposed Finding of Fact . 

c . Th ird Proposed Finding of Fact 

FCTA proposes the following : 

The Commission has not prescribed any allocation 
methodologies for purposes of s. 364.3381, F.S . , pursuant 
to which a local exchange telecommunications company 
offering both monopoly and competitive telecommunications 
is required to segregate its intrastate investments and 
expenses. 

FCTA ' s Third Proposed Finding of Fact appears to be a true 
statement . While FCTA has cited no support in t he record f o r thi s 
proposed finding of fact and, indeed, there is nothing in this 
record to support the finding, we find that it is appropriate to 
officially recognize the fact. That done, we also f1nd that it is 
appropriate to put the fact in its regulatory context. 

Section 364 . 3381, addresses cross-subsidization of competitive 
services by monopoly services. While it is true that we have not 
prescr i bed allocat ion methodologies pursuant to Section 364 . 3381 , 
Florida Statutes, this is because certain actions are necessary 
before such an allocation methodology can be formulated . First and 
foremost, in order to implement the cross-subsidization statute , it 
is necessary to determine what cross-subsidy is and how its 
presence can be discerned . Next, a determination must be made as 
to which services the cross-subsidy res trictions should apply . 
Absent a resolution of these two key matters, attempts at 
f o rmulating any allocation methodology would be futile. (These two 
matters are being addressed in Docket No . 910757-TP, Cross- Subsidy 
Docket , which is scheduled for hearing in March 1993 . ) Finally , 
the development of any required allocation methodology will proceed 
in Docket No. 900633-TL, Developme 1t of LEC Cost Study 
Methodologies . Thus, we are act1 vely investigating the 
preconditions for implementing Section 364.3381, Florida Statutes . 

D. Fourth Proposed Finding of Fact 

FCTA proposes the following : 

GTEFL does not segregate its intrastate investments and 
expenses to insure that competitive telecommunications 
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services which GTEFL offers are not subsidized by 
monopoly telecommunications services offered by GTEFL. 

FCTA concludes that because we have not prescribed any 
allocation methodologies for purposes of Section 364.338 1 (FCTA ' s 
Third Proposed Finding of Fact), GTEFL does not segregate its 
intrastate investments and expenses between monopoly and 
competitive services. 

However, as discussed in our consideration of FCTA's First 
Proposed Finding of Fact, there is no record support for the 
proposition that GTEFL offers competitive services , within the 
meaning of Chapter 364. To the contrary, the record clearly 
indicates that various witnesses restricted their comments to the 
economic sense of competition, not the legal notion. Since a 
presupposition underlying FCTA's Fourth Proposed Finding of Fact is 
unsupported by the record, we reject FCTA's Fourth Proposed Finding 
of Fact . 

Therefore , based upon the foregoing it is 

ORDERED by the Florida Public Service Commission that each and 
every finding set forth herein i s approved in every respect. It is 
further 

ORDERED that stipulations are approved as set fotth in the 
body of this Order . It is further 

ORDERED that GTE Florida Incorporated ' s overall quality of 
service is adequate. It is further 

ORDERED that the Company shall modify its Trouble Analysis 
System to eliminate the c apabi lity of a repair person in the field 
to change out-of-service reports to a non-out-of-service condition . 
It is further 

ORDERED that a t est year using the historical 12 months e nding 
December 31, 1991 as adjusted for apprJpriate rate year changes 
through December 31, 1993 is hereby approved . It is further 

ORDERED that the approved repression and stimulation estimates 
are set forth in the body of this Order. It is further 

ORDERED that GTEFL s hall reduce its rates by $14,47 5 ,000, as _ 
set forth in the body of this Order . It i s further 

ORDERED that intrastate rate base is $1,902 ,319,000. 
further 

It is 
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ORDERED that the overall required rate of r eturn is 8.82%. It 
is further 

ORDERED that the appropriate return o n equity is 12 . 2% with a 

range of 100 basis points. It is further 

ORDERED that the required net operating income (NOI) is 
$167,785,000 and that the test year NOI is $176,671,000 which 
produces a n NOI excess of $8,886,000. It is further 

ORDERED that the Company is required to submit the r eports , 

filings and documents as described in the body of this Order. It is 
further 

ORDERED that ma tters r egarding SFAS 106 are r esolved as set 

forth in the body of this Order . It is further 

ORDERED tha t rate design and tariff changes shall be 
implemented as set forth in the body of this Order. It is further 

ORDERED that Plant city customers shall be balloted for non­
optional fla t rate, two way extended area service with regrouping 
only . It is further 

ORDERED that the record in this proceeding does not support 
FCTA ' s First Proposed Finding of Fact as phrased. It is further 

ORDERED tha t FCTA's Second Proposed Finding of Fact is 

adopted. It is further 

ORDERED that FCTA' s Third Proposed Finding of Fact is not 

susceptible to proof based upon the evidentiary record in this 

administrative proceeding as set forth in the body of this Order. 
It is further 

ORDERED tha t FCTA's Fourth Proposed Finding · of Fact is 

unsupported by the record in this proceeding and shall not be 
adopted . It is further 

ORDERED that these dockets s ha ll remain open . 
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By ORDER of the Florida Public Service Commission, this 21st 
day of January 1993 . 

STEVE TRIBBLE, Director 
Division ofRecords and Reporting 

( S E A L ) 

c~ 

NOTICE OF FURTHER PROCEEDINGS OR JUDICIAL REVIEW 

The Florida Public Service Commission is required by Section 
120.59(4), Florida Statutes, to notify parties of any 
administrative hearing or judicial review of Commission orders that 
is available under Sections 120.57 or 120.68, Florida Statutes, as 
well as the procedures and time limits that apply . This not ice 
should not be construed to me an all requests for a n administrative 
hearing or judicial review will be granted or result in the relief 
sought . 

Any party adversely affected by the Commission's final action 
in this matter may request : 1) reconsideration of the decision by 
filing a motion for reconsideration with the Director~ Division of 
Records and Reporting within fifteen (15) days of the issuance of 
this order in the form prescribed by Rule 25- 22.060, Florida 
Administrative Code; or 2) judicial rev~ew by the Florida Supreme 
Court in the case of an electric , gas or t elephone utility or the 
First District Court of Appeal in the case of a water or sewer 
utility by filing a notice of appeal with the Director, Division of 
Records and Reporting and filing a copy of the notice of appeal and 
the filing fee with the appropriate court . This fi l ing must be _ 
completed within thirty (30) days after the issuance of this orde r, 
pursuant to Rule 9 . 110, Florida Rules of Civil Procedure . The 
notice of appeal must be in the form specified in Rule 9 . 900 (a), 
Florida Rules of Appellate Procedure. 
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